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~ STERLING AFTER ISTANBUL 


RECEHED- 
WORLD BANK LEADS THE WAY 


THE GREAT BEAR OR THE LITTLE? 


By John Marvin 








HIRE PURCHASE IN AUSTRALIA’S BOOM 


JAPAN’S ECONOMIC PROBLEM 


By Masao Nitani 








CHANGING CURVE OF GILT-EDGED YIELDS 











MADRAS 


Through our Branches in India and S.E. Asia, and a world 
wide network of Correspondents, we .can offer to those 
who trade Overseas 


A COMPLETE BANKING SERVICE 
































HASTINGS and THANET 
BUILDING SOCIETY 


Increased 
Share Interest Rate 


ob 1c 


Any amount from £1 to £5,000 may be invested. Income Tax is borne 
by the Society and the dividend compares with a gross yield of nearly 
53°, where the investor is liable to tax at the full standard rate. Regular 
savers earn 34% net—limit £10 a month. There is no depreciation of 
capital and excellent withdrawal facilities are available. 

Please call or write for full details and a copy of our booklet ‘ Profitable 


Investment.’”’ 


Hastings and Thanet 


BUILDING SOCIETY 


Established over 100 years Assets £18,000,000 
Head Offices: 
29-31 HAVELOCK ROAD, HASTINGS 44 QUEEN STREET, RAMSGATE 


99 Baker Street, London, W.!. 41 Catherine Street, Salisbury. 3-4 Cecil Street, Margate. 4 St. George's 
Place, Canterbury. 4i Fishergate, Preston. 88 Mosley Street, Manchester, 2. 111 New Street, Birmingham, 2. 
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. BRADBURY, WILKINSON & CO. LTD. 


—- -@e@ ---—— 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 
and 
ALL DOCUMENTS OF SECURITY 


Q\ 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 





—_———- -- 


TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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A doubled standard of living 
needs a doubled supply of sulphuric acid 


A doubled rate of industrial productivity, which alone can make the 
Chancellor’s prophecy come true, will require a doubled supply of 
sulphuric acid for British industry. To this end, new plants such as 
Marchon’s Solway Plant at Whitehaven, are rapidly approaching 
full production. The Soiway Plant is already producing 
sulphuric acid from locally-mined anhydrite. The process has 
the added advantage of co-producing standard Portland cement to 
meet the pressing needs of housing and capital development programmes 


Marchon Progresses Again 
There is a direct relation between the nation’s rate of 
industrial productivity and its consumption of sulphuric 
acid, as shown in the graph. The broken line 
represents the index of production for the period 
| 1946/1955. The full line shows the sulphuric 
consumption for the same period. 


---= INDEX OF PRODUCTION ; 
canine amma Both figures are related to 1948 as 100. 


—— CONSUMPTION OF SULPHURIC ACID 
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Products Limited 

















Head Office: Whitehaven. Telephone: Whitehaven 
650(8 lines). Telegrams: Marchonpro, Whitehaven. 
London Office: 140 Park Lane, W.1. 

Telephone: Mayfair 7385 (3 lines). Telegrams: 
Marchonpro, Audley, London. 





RATIONING OF SULPHURIC ACID 


im PORCE 
AGENTS AND OFFICES IN PRINCIPAL CITIES OF THE WORLD 


| # ESTIMATED Ow Five MONTHS FIGURES 
sO ‘5! ‘52 53 4 “55 


























KEEP IN TOUCH WITH JAPAN 
THROUGH THE FUJI BANK 


ESTABLISHED IN 1880 


PAID UP CAPITAL YEN 2,700,000,000. 


™ FUSE BANK sa. 


184 BRANCHES, LOCATED IN KEY CITIES THROUGHOUT JAPAN 


1-CHOME, OTEMACHI, CHIYODA - KU, 


TOKYO 
SALISBURY HOUSE, FINSBURY CIRCUS, 
LONDON, E.C.2. 
NAT 0601-5 


HEAD OFFICE : 


LONDON BRANCH : 


P.O. Box No. 547 Tel. No. 
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PAID-UP CAPITAL - £5,000,000 





The Bank transacts every 
description of English and 
Foreign Banking Business. 


BRANCHES throughout TURKEY and the 
MIDDLE EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS and JORDAN. 


Affiliated Institution in Syria and 


Lebanon: BANQUE DE SYRIE ET DU 
LIBAN. 

LONDON 20/22, Abchurch Lane, E.C.4 
MANCHESTER 56/60, Cross Street 
PARIS 7, Rue Meyerbeer 
MARSEILLES 38, Rue St. Ferreol 
CASABLANCA |, Place Ed. Doutte 


ISTANBUL 








BANCO DE CREDITO 
DEL PERU 


CAPITAL S’.80,000,000.00 
RESERVES S$’.66,338,521.64 


HEAD OFFICE: LIMA 


EIGHTY OFFICES 


a 


Entrust us with 
YOUR COLLECTIONS 
ON PERU 


——~ 


PERU'S OLDEST NATIONAL COMMERCIAL BANK 
ESTABLISHED IN 1889 
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. Hold the 
? contents 
"of four 
filing-drawers 


in one 
hand! 


BURROUGHS MICROFILMING EQUIPMENT * can bring import- 
ant savings to your filing and record-keeping systems. 

Reference to microfilmed documents is easier and more 
certain—any document can be referred to within sixty 
seconds. Great savings of time and money can be made 
by microfilming original documents instead of making 
copies or transcribing information. And the saving in 
space will be over 99°%.—the contents of four average 
filing-drawers go on to one spool of Burroughs microfilm. 

Burroughs Microfilming Equipment consists of a 
Recorder and a Reader. A choice of three film patterns 
and three reduction ratios on the Recorder gets most 
documents on the least film with best results; and docu- 
ments can be recorded one side only or both sides 
simultaneously. 

The Reader shows sharp, clear document images which 
can be easily read even under normal office lighting — and 
facsimiles of documents are easily and quickly produced. 

If you have a filing or record-keeping problem it will 
pay you well to consult Burroughs on Microfilming. 


* British made for Burroughs by G.B. Equipments Ltd., to Bell & Howell 
design. 


Ne CALL IN -B urroughs 


= ON MICROFILMING 
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BURROUGHS ADDING MACHINE LTD., AVON HOUSE, 356-366 OXFORD STREET, LONDON, W,1 

























THE ENGLISH, SCOTTISH & AUSTRALIAN BANK 


‘LIMITED. 








THROUGH MORE THAN 400 BRANCHES AND AGENCIES 
IN AUSTRALIA THIS BANK OFFERS A COMPLETE BANK- 
ING SERVICE FOR EVERY TYPE OF TRANSACTION 
WITH AUSTRALIA. 


Head Office — 5 Gracechurch Street, London, E.C.3. 
West End Branch — 8-12 Brook Street, W.|I. 


J. A. CLEZY, General Manager in London. 











ANGLO-PORTUGUESE BANK LIMITED 


9 BISHOPSGATE, LONDON, €E.C.2 











Authorized Capital £1,500,000. Paid-up Capital and Reserve £1,250,000 





A COMPLETE 





INTERNATIONAL BANKING 
SERVICE 
AT CLIENTS’ DISPOSAL 


ENQUIRIES INVITED 




















Stripey 





A bequest for seamen’s welfare ? Excellent ! 
But there are so many admirable societies working 
in this field. The most experienced of bankers 
would find it confusing, were it not for King 
George’s Fund for Sailors. This central fund 
for all sea services supports the work of more 
than 120 welfare and benevolent societies. It is 
always informed of their needs, and makes 

grants accordingly. You can tell your client that 
there is no surer way of helping our seafaring 
community than a legacy in its favour. 





King George’s Fund for Sailors 
1 Chesham Street, London, S.W.1 
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LOMBARD 





£ BANKING £& 

- LIMITED FE 

The Bank of N. T. Butterfield Zs BANKERS te 
and Son, Lid. | — Lombard House ~~ 5 Aldford Street pk 


Park Lane °- London, W.1 
B E R M U D A | GROsvenor 6211 (20 lines) 
Established 1858 | 


Complete Commercial Banking and Trustee 
Department services 


Correspondents of principal English and 
Scottish Banks 
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Branches and Agents throughout the U_K. 
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Habib Bank Limited 


Established 1941 
Head Office : KARACHI (PAKISTAN) 





Authorised Capital .. és .. Pak Rs. 30,000,000 
Issued and Subscribed Capital . .. Pak Rs. 15,000,000 
Paid-up Capital 4 4 .. Pak Rs. 15,000,000 
Reserve Funds ' - .. Pak Rs. 10,000,000 
Deposits as on 31.12. 1954 ‘a | .. Pak Rs. 431,800,000 





With a network of 58 branches in all the important trade centres of East and West Pakistan, Habib 
Bank Limited is in a position to assist those desiring to establish contacts for exports or 
imports. The Bank’s services are always available for any banking requirements in Pakistan. 


The Bank is fully competent to handle all foreign exchange business, including opening and 
advising of commercial letters of credit, collection of documentary bills, remittances, etc. 


FOREIGN BRANCH: 
BOMBAY (India) 
Habib Bank (Overseas) Limited 
Head Office: KARACHI (PAKISTAN) 
Branches: 1 RANGOON (Burma) & 2 COLOMBO (Ceylon) 
CORRESPONDENTS and AGENTS in all important cities of the world 
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FOREIGN EXCHANGE BANK 
Licensed Under 
THE FOREIGN EXCHANGE BANK LAW 





OVERSEAS OFFICES 


New York, London, 
Hamburg, Alexandria, 
Calcutta, Bombay, 
Karachi, Hong Kong 


DOMESTIC OFFICES 


Tokyo, Yokohama, 
Nagoya, Osaka, Kobe 
and other Main Cities 

in Japan 


AFFILIATE 
THE BANK OF TOKYO 
OF CALIFORNIA 


San Francisco (H.O.), Los Angeles 





Head Office 


THE BANK OF TOKYO. LTD. 


(THE former YOKOHAMA SPECIE BANK) 
‘Head Office: Tokyo, Japan 
Cable Abb. : “TOHBANK TOKYO” 
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Blowpipe Burglars 
beaten by CHUBB 
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Despite an attack sustained over several hours — 
and despite their oxy-acetylene blowpipes—these 
burglars had their work for nothing. The Chubb 
Strong Room Door remained intact. This was not 
surprising, since nowhere in the world has a Chubb 
anti-blowpipe door or safe been successfully 
burgled. The chief reason is that they are lined with 
special Chubb blowpipe and drill-resisting alloy and 
fitted with an automatic re-locking device. In this 
particular strong room there were materials of con- 
siderable value. Small wonder that the manufac- 
turers whose premises had been entered were 
thankful that they had installed a Chubb door. 
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CHUBB & SON’S LOCK Anw oArE CO, LTD., 22 ROYAL EXCHANGE, LONDON, E.C.3. TEL. MINcing Lane 9033-5 
Birmingham Bristol Edinburgr Glasgow Liverpool Manchester Newcastle-on-Tyne & Dublin, Eire 
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At the Westminster Bank they maintain, for 
the convenience of customers who do not 
employ the services of an accountant, an 
Income Tax Department which many have 
found to be helpful. The existence of such 
expert services as this is one of the many 


reasons why... 


It is better to bank 
with the Westminster 
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Suggestions to EXPORTERS and IMPORTERS: 
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keep the world ae &) = 
at your ngprtipet's 


® Chase Manhattan is the focal point of sian 4 : 


information and service for world trade ° es ‘§) €s “ > \ 


In this truly world-wide organization you 
will find available intimate knowledge of 
local markets and conditions which is 
indispensable to the satisfactory conduct 
of your business abroad. 


Why don’t you talk to the people 
at Chase Manhattan ? 


e 
<3 7 5 oa Ba o OVERSEAS BRANCHES 
H E CHAS E MAN HAI TAN BAN K ’ Paris * Frankfurt/Main * Tokyo * Osaka 
° . arianao * nm juan, P.R. * nturce 
Incorporated with Limited Liability under the laws of the State of New York re . aes . sis : aaa * mean 
‘ 
Head Office: 18 Pine Street, New York, N.Y. Offices of Representotives 
Mexico, D.F. Buenos Aires © Rome 


LONDON : 6 Lombard Street, E.C.3 * 46 Berkeley Square, W.! Beyrouth © Bombay 

















The 
COMMERCIAL BANKING COMPANY 
OF SYDNEY Limited. 


ESTABLISHED 1834 





INCORPORATED IN NEW SOUTH WALES 
WITH LIMITED LIABILITY, 
WITH WHICH IS AMALGAMATED 


THE BANK OF VICTORIA, LIMITED 
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Head Office : 
343 GEORGE STREET, SYDNEY, N.S.W. 


London Office : 
18 BIRCHIN LANE, LOMBARD STREET, E.C.3 


West End Branch : 
49/50 BERKELEY STREET, LONDON, W.1 
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OVER 400 OFFICES, BRANCHES AND 
RECEIVING OFFICES THROUGHOUT 
AUSTRALIA An artist’s impression of our 


new building now being erected in 
Old Jewry, London, E.C.3 








TOTAL ASSETS EXCEED £212,000,000 
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Gra refining 


Our precious metal smelting and refining service is founded upon more than 
a century of experience and planned development. A _ gold refining 
capacity in excess of 400,000 oz weekly is supported by methods of 
sampling and assay that assure the speedy and critically accurate assessment 
of the precious metal contents of any form of gold-bearing material. 




















Silver and Platinum 


Our refineries handle also bullion, ores, concentrates and mining 
by-products containing silver and the platinum metals. 


Johnson (>) Matthey 


LOT mass 
MELTERS AND ASSAYERS TO THE BANK OF ENGLAND 


JOHNSON, MATTHEY & CO., LIMITED, HATTON GARDEN, LONDON, E.C.! 
Telephone : HOLborn 6989 
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OCTOBER 








DON’T LOOK NOW 





In October 877, by all accounts, the usual 
French cry of ‘Le Roi Est Mort’ was changed 
to ‘Le Roi Chauve Est Mort’. On the 8th 
day of that month, died a King of France 
known to history as Charles the Bald. It is 
interesting to wonder how nicknames for 
kings developed currency enough to survive. 
Did the kings know about their nicknames ? 
Did anybody call Ethelred ‘ Unready’ to his 
face? Julius Caesar’s troops used a friendly, 
if scandalous, two-word description of their 
favourite commander; and one of those two 
words meant ‘bald’. The Duke of Wellington’s 
troops referred to him as ‘ Nosey’. Who, if 
anyone, called King Charles of France ‘ The 
Bald’ in his hearing? And was it then to 
laugh at him, or to distinguish him in a 
gathering of kings all called Charles ? Neither 
theory sounds likely. Another question : how 
bald did you have to be in 877 in France in 
order to be given the word in your title ? 
Egg-bald ? Or was it enough to have the head 
gently growing through the hair on top? | 
Poor King Charles. He probably minded | 














being bald, and wished he could look like 
those storied kings who, unshaven and un- 
shorn, resembled, in P. G. Wodehouse’s noble 
phrase, burst horsehair sofas. 






































The Midland Bank is in no position to comment ! 
But if ever it achieves the affectionate accolade of a 
nickname, it will certainly not be ‘the Unready’. 
For the Bank is always ready to help in financial 
matters of every kind. 


MIDLAND BANK 
LIMITED 
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THE 
PHILADELPHIA 
NATIONAL BANK 


Organized 1803 


Philadelphia’s Oldest Bank 
Frederic A. Potts, President 


Vv 


FOREIGN DEPARTMENT 
T. Graydon Upton, Vice-President 


PHILADELPHIA 1, PA., U.S.A. 
Cable Address: PHILABANK 





Assesses 











Authorized Foreign Exchange Bank 


SANWA BANK 


Head Office: OSAKA, JAPAN 
CAPITAL: ¥2,500,000,000 


A complete network of 186 nation- 
wide branchés and world-wide 
correspondents 






SAN FRANCISCO BRANCH 

465 California St., San Francisco 

TAIPE] REPRESENTATIVE 
OFFICE 


Taipei, Formosa 








































Business with Australia— 





Calls for a complete banking Service 


The Bank of Adelaide can provide such a service for 
those wishing to transact business with Australia. 
Emigration — Commercial Intelligence - Imports 
Travel facilities - Exchange Controls - Exports 
Market Reports. Please do not hesitate to write to 
us if you require information on these subjects. 


Che Bank of Adelaide 


INCORPORATED IN AUSTRALIA IN 1865 WITH LIMITED LIABILITY 


London Office: 11 Leadenhall Street, EC3. Telephone: MANsion House 2993 


PRINCIPAL OFFICES IN AUSTRALIA: ADELAIDE (H“AD OFFICE), BRISBANE, 








MELBOURNE, PERTH AND SYDNEY 























microfilming and 
reading equipment 


*‘ Recordak’ 
Commercial Reader 








Designed to make refer- ‘ Recordak’ 

ence to business microfilm High Speed Microfilmer 

records extra quick and 

easy. Primarily produced Microfilms 200 letters or 500 
for viewing 16mm. films, cheques a minute. There is a 
the Reader will also accom- choice of lenses enabling docu- 
modate 35mm. films. Two ments to be copied at a reduction 
lenses, easily interchanged, of 19: lor 40: 1. Compact and 
give a choice of 24 x or easy to use, the microfilmer will 
40 x magnification. The stand onan ordinary office table. 


viewing screen measures 


18 18 inches. SRECORDELK 





Recordak Division of Kodak Limited, | —4 Beech Street, London, E.C.| MICRO FILMING 
Tel: Metropolitan 0316 EQUIPMENT AND 


and at || Peter Street, Manchester, 2. Tel: Blackfriars 6384/5 








* Recordak’ is a registered trade-mark. 


MATERIALS 














THE NATIONAL BANK 
OF AUSTRALASIA CTD 











LONDON BOARD OF ADVICE 

Harald Peake, Chairman 

The Rt Hon. Viscount Bruce of Melbourne, 
P.C, C.H, M.C. 

David A. Jamieson, V.C. 

H. G. Nelson 

The Rt Hon. Lord Rennell of Rodd, 

K.B.E, C.B. 





R. E. Ash, London General Manager 


LONDON OFFICE: 
7 Lothbury, EC2 


STRAND BRANCH: 
Australia House, WC2 


WEST END BRANCH: 
lla Albemarle Street, W1 


Information Department: 
8 Princes Street, EC2 


Your best introduction to Australia 





BUSINESS CONTACTS WITH SWEDEN 


THROUGH 


SVERIGES KREDITBANK 





























Latest developments in 
automation are 
brilliantly reflected 
in the Monroe range of 
adding-calculators. Now available, too, is the 
world’s most advanced machine—the Monroe Duplex 66N. 
~ Here’s the fully automatic calculator that does even more than 
you ask of it ! Because not only does this years-ahead Monroe Duplex 
produce almost instantly the immediate figures you require, 
it also, at the same time, stores up and shows in a separate set of accumulating 
dials intermediate figures and results you will need later for 
final answers. These totals appear automatically with no 
extra effort on the part of the operator. They can 
also be held during other figuring operations until 
needed. Truly this is automation brought to business figuring 
of every kind. It’s unique in the new 
Monroe Duplex Moadel 66N. 





Monroe Calculating Machine Company Limited, 
10-11, Albemarle Street, London, W.1. 
GROsvenor 7541. 
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MONROMANTIC 
EQUATION 
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Miss Monroe's so jolly, 

So pink-and-white-dolly, 
You'd never believe her square roots were so good | | 
The true explanation’s | 
A simple equation .. . . \ 
A Miss plus a Monroe’s no Babe in the Wood ! j 
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USA. and 
CANADA 


A magnificent fleet of Cunarders, 
among them some of the world’s 
greatest ships, provides a regular 
service to the United States and 
Canada. 

Superb cuisine and comfort, to- 
gether withthe traditional Cunard 
service, make these ships the first 
choice of the discerning traveller. 


Cunard 


For full information regarding sailings apply: THE CUNARD STEAM-SHIP 

COMPANY LTD., Cunard Building, Pier Head, Liverpool 3 (Liverpool Central 

9201) ; 15 Lower Regent Street, London S.W.! (Whitehall 7890) ; 88 Leadenhall 
Street, London E.C.3 (Avenue 3010); or any Cunard office or agent. 











The Mitsubishi Bank, Ltd. 





Capital paid-up: Y2,750,000,000 
Head Office: Marunouchi, Tokyo, Japan 
Branches: 155 throughout Japan 
New York Branch: 111 Broadway, New York 6, N.Y., U.S.A. 
London Representative Office: 82, King William Street, London, E.C.4., England 


Cable Address: CHYODABANK 






















HAVE SOMETHING SOLID BEHIND YOU 


It is sound policy to follow this 

precept—one that is recognised g. 
by the investing members of the a 
Co-operative Permanent whose 
present holdings total more than 
£100 million. They will now have 


| SOMETHING © 
SOLID 
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| 
From the Ist September, 1955, the interest on 
share accounts has been increased to 3% per 
annum, income tax paid by the Society. To the | 
investor liable for tax at 8/6d. in the £, this 


is equivalent to a return of more than 54%. 





TARGET To encourage regular savings of 
SUBSCRIPTION amounts up to £10 a month, over 
ACCOUNTS a fixed period of 4 years, the 
Society has increased its special rate to 34% per 
annum tax paid, as from the same date. 


Write or phone for full particulars to the 


CO-OPERATIVE 
PERMANENT 


BUILDING SOCIETY 
NEW OXFORD HOUSE, LONDON, W.C.I 
Telephone: Holborn 2302 & 7491 


CITY OFFICE: 163, MOORGATE, E.C.2 
Telephone: Monarch 3556 








90 Branches 





Established 1884 














He MITSUI BANK, iro. 


Established: 1876 


President: Kiichiro Satoh 
Head Office: Tokyo, Japan 
Branches: 97 throughout Japan 


Overseas Branches & Representative: 


Branches: London, Bangkok & Bombay 
Representative Office: New Yor« 




















BOW MAKER 


INDUSTRIAL BANKERS 


Bowmaker provide specialised credit facilities There are Bowmaker offices throughout the 
for industry, commerce, export and import. United Kingdom—your local telephone 
Over twenty-five years’ experience of industrial directory will give you the address 
finance is at your service—your enquiries and telephone number of your nearest 
will receive prompt, personal attention. Bowmaker branch. 


BOWMAKER LTD., Bowmaker House, Lansdowne, Bournemouth. Phone : Bournemouth 7070 
London : 6! St. James’s Street, S.W.1. Phone : GRO 6611/6619. Branches throughout the U.K. 


M-W.150 








Thomsons Wictionary of Banking 


By R. W. JONES 709 pp. 63/- 
Reprint of latest Edition now ready. On approval if required 











ALSO 


PRACTICAL BRANCH LENDING 


By FERGUS 18/6 including postage 
Obtainable from 


F. AND E. STONEHAM 


(THE CITY BOOKSELLERS) 
50-51 OLD BROAD STREET, LONDON, E.C.2 Tel. LON 1632 





















































NATIONAL PROVINGIAL BANK 


LIMITED 

















Chairman: 
David John Robarts, Esq. 


Deputy Chairman: 
Sir Frederick William Leith-Ross, G.C.M.G., K.C.B. 


Chief General Manager: 
L. J. Williams. 


Joint General Managers: 
F. Keighley, C. G. Wheatley, H. C. Pearson, W. Lynn. 


Head Office: 15 Bishopsgate, London, E.C.2 


Principal Overseas Branch & Trustee Department: 


1 Princes Street, London, E.C.2 
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A modern bank directory designed to suit 
today’s banks, bankers and financial men 
everywhere. For easier, quicker, more complete 


reference, order your copy of the SEPTEMBER 1955 





EDITION. Your order is your guarantee of the 
finest in bank directory service. 


R. L. POLK & CO., /2blshers 


130 FOURTH AVE.,NO. @ £NASHVILLE 3, TENN. 
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Don’t be left 
FLAT... 





It’s time you 
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You keep on going when you change to Dunlop 
Tubeless, even if you pick up a nail you carry on 
and have the nail removed and the hole sealed when 
most convenient to you. You can virtually forget 
about puncture delays and roadside wheel changing. 
With Dunlop Tubeless you can look forward to 
more miles of confident, trouble-free motoring 
because the risk of damage through 
impact or under-inflation is much 
less, bursts are practically im- 
possible, and ‘topping-up’ 
becomes far less frequent. 
They cost no more than 
ordinary covers and tubes 
and are available in 
most popular sizes to fit 
wheels 16” diameter and 
less (except wire type) 
~- they can be re- 
moulded too! 
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This Society has helped thousands on the road 

to security and independence. Safety of capital 

and a steady return provide a sure foundation 
on which to build the future. 


ASSETS EXCEED £2,800,000 


WALTHAMSTOW 


BUILDING SOCIETY 


223 HOE STREET, E.I7 
Phone: COPPERMILL 1824 














THE 
EASTERN 


TBANK LTD 


Subscribed Capital #£2,000,000 
Paid-up Capital £ 1,000,000 
Reserve Fund £1,500,000 
Every description of Banking and 
Exchange business undertaken. 
Branches in 
IRAQ, BAHRAIN, QATAR, 
ADEN, INDIA, PAKISTAN, 
CEYLON, SINGAPORE and 
MALAYA 


Head Office: 


2 & 3 CROSBY SQUARE 
LONDON, E.C.3 











UNITED 
FRIENDLY 


INSURANCE COMPANY, 
LTD. 





LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
HOUSE PURCHASE, 
ENDOWMENTS, Etc., Etc. 





R. C. BALDING, 


Managing Director. 


42 Southwark Bridge Road, 
London. 








Book Type Home Safes 
reduce bank entries 


for small accounts 


| 
| 
| 


With a P.PJ 
Book Type Home 
Safe always at hand inthe 
home, it’s easy for the 
weekly wage earner to 
slip in the odd amount 
now and then, which 
quickly becomes large 
enough to bank. This 
way Bank entries are fewer and Charges mini- 
mised — an economy both for the Bank and the 
| customer. 
These Book Type Home Safes are 
supplied with your House Mark 
embossed on the smart beather- 
cloth covers and are available 
| in a wide variety of colours. 








Samples and prices sent on request 


PEARSON-PAGE-JEWSBURY 
co., LTD., 
| (Dept. 12), Westwood Works, 
Westwood Road, Witton, 
Birmingham, 6 
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BRITISH AND FRENCH BANK 


(FOR COMMERCE AND INDUSTRY) 
LIMITED 


Capital Authorised and Fully Paid - - -  £1,000,000. 








IMRIE HOUSE, 33-36 KING WILLIAM STREET, LONDON, E.C.4 


: _ LN 8048 BANCOMIND A (Foreign Exchange) 
Telephone: MANSION HOUSE 5678 International Telex: 2412-2712 BANCOMIND B (General Business) 


Branches at LAGOS, KANO, AND EBUTE METTA, NIGERIA 





A Member of the B.N.C./. Group 
BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE 
BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE (AFRIQUE) 
BAN QUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE (Ocean Indien) 


(Formerly Credit Foncier de Madagascar et de la Reunion) 


CREDIT D’ORIENT, CAIRO 
BANCO DEL ATLANTICO, MEXICO D.F. 
BANQUE POUR LE COMMERCE INTERNATIONAL S.A., BASLE 
PANAMA BANK & TRUST CO. INC., PANAMA 





THE BANK THROUGH ITS ASSOCIATED BANKS OFFERS BANKING FACILITIES THROUGHOUT 
METROPOLITAN FRANCE, ALGERIA, TUNISIA, MOROCCO, TANGIER, SYRIA, THE LEBANON, FRENCH 
WEST AND EQUATORIAL AFRICA, MADAGASCAR AND REUNION, FRENCH SOMALILAND, FRENCH 
WEST INDIES, SOUTH VIETNAM AND CAMBODIA, BELGIAN CONGO, COLOMBIA, EGYPT, IRAQ, 








MEXICO, PANAMA, SWITZERLAND AND URUGUAY 











SINGER & FRIEDLANDER 


LTD. 


MERCHANT BANKERS 


PLACE AT THE DISPOSAL OF ALL CLIENTS 
THEIR SPECIALISED INVESTMENT AND 
COMMERCIAL SERVICE. 


55 BISHOPSGATE - LONDON, E.C.2. 





























CREDIT LYONNAIS 


(Limited Liability Company Incorporated in France) 


LONDON 49 LOMBARD STREET, E.C.3 


WEST END BRANCH: 


25/27, CHARLES Ii STREET, HAYMARKET, S.W.I 


Private safes for rental at this office 


















Travellers’ Cheques issued in French Francs payable at all branches of 
the Bank in France and the French Franc Area 





ALL BANKING TRANSACTIONS 





BRANCHES IN EGYPT AND THE SUDAN, NORTH AFRICA, SYRIA 
AND ON THE WEST AFRICAN COAST 





AFFILIATIONS IN BRAZIL, LEBANON, PERU, PORTUGAL, REUNION ISLAND 
AND VENEZUELA 


Central Office: PARIS Head Office: LYONS 
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HEAD OFFICE : OSAKA, JAPAN 
NEW YORK AGENCY: 
149 BROADWAY, NEW YORK 6, N.Y., U.S.A. Tel.: WOrth 2-6830, 6831 
LONDON REPRESENTATIVE OFFICE: 
4 COPTHALL COURT, LONDON, E.C.2, ENGLAND 
KARACHI REPRESENTATIVE OFFICE: 
No. 106 QAMAR HOUSE, BUNDER ROAD, KARACHI, PAKISTAN 


THE SUMITOMO BANK (CALIFORNIA) 


HEAD OFFICE: 440 MONTGOMERY STREET, SAN FRANCISCO, 
CALIF., U.S.A. Tel.: EXbrook 2-1960 

BRANCH: 101 SOUTH SAN PEDRO STREET, LOS ANGELES, 
CALIF., U.S.A. Tel.: Michigan 4911 


























Chairman 


t The Rt. Hon. Sir Oliver Franks, G.C.M.G., K.C.B., C.B.E. + 
lil il 
HT Deputy Chairman Vice-Chairmen ili 
t Sir Jeremy Raisman, G.C.LE., K.C.S.L Harald Peake A. H. Ensor + 
+t Chief General Managers + 
TT E. J. Hill |G. Y. Hinwood TT 
lil iil 
+ Assistant Chief General Manager lil 
TT H. B. Lawson, M.C. + 
lil iil 
ii Joint General Managers lil 
7 R. T. Fagan, D.F.c. -F.O. Faull ~— A. J. Faux “ 
Mt E. J. N. Warburton P. T. D. Guyer TT 
il General Manager (Administration) General Manager (Executor & Trustee) lil 
- R. F. E. Whittaker, C.B., C.B.E., T.D. D. H. Turner o 
lil iil 
lil il 
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Spanning 
the East 


Branches of The Chartered 

Bank of India, Australia and 

China under British management 

directed from Londonare 

established in most centres of 
commercial importance throughout 

Southern and South Eastern Asia and 

the Far East. At all these branches a 
complete banking service is available 

and, in particular, facilities are provided 

for the financing of international trade in 
co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its 
agencies in New York and Hamburg and a 
world-wide range of banking correspondents. 
In London and Singapore the Bank is 
prepared to act as executor or trustee. 





















THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 


(Incorporated 67 Royal Charter, 1853) 


Head Office: 
38 Bishopsgate, London, E.C.2 





needs your assistance. 
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Every year the National 
Society for Prevention of 
Cruelty to Children helps 
nearly 100,000 unhappy 

children—andeach 4 
child helped costs. 
the Society £3.10.0. 

The N.S.P.C.C. is not 
nationalised and depends 

entirely on voluntary gifts. 
To continue its vital work it urgently 











































when advising on wills and 
bequests remember the 


N-S-P-C-C 
PRESIDENT: H.R.H. PRINCESS MARGARE 


Information gladly supplied on application to The Director, N.S.P.C.C., 
Victory House, Leicester Sq. W.C.2. Phone: Gerrard 2774 














AMBER... ~~ 


POSSESSOR OF HIDDEN // 
POWERS 






Amber Hare Charm 


FOR its electrical properties known for over 

2,500 years, amber was prized for making 
protective charms against dangers of the un- 
known. Farseeing people still seek protection 
from future adversity—they find it in Life 
Assurance. Since 1877, we have helped numbers 
of men—and women too—to provide certain 
security for dependants in the event of premature 
death—to build capital and income for retire- 
ment—to own their homes, etc. Write for our 
attractive leaflet ‘‘ Life Assurance for Every Man” 
and for quotations for Group and Individual 
Pension Schemes. 








Provident House, 246 Bishopsgate, London, E.C.2 


Telephone: BiShopsgate 5786 

















SAFETY-FIRST INVESTMENT 





PER ANNUM 


Income Tax paid 





by the Society 


All money invested in Abbey National 
Share Accounts now bears with effect 
from Ist September 1955 the increased 


rate of 3 per cent interest per annum, 





As income tax is paid by the Society, the increased rate of 
3 per cent represents a return on every £100 invested equivalent 
to £5. 4. 4. per cent to investors subject to the standard rate of 
income tax. 
The rate of interest on ordinary Deposit Accounts is increased 
to 24 per cent per annum, income tax paid, equivalent to £4, 6. 11. 
per cent where the standard rate of income tax is paid. 
Amounts up to £5,000 are accepted ; money may be withdrawn at 
convenient notice. 
Ask today for details at your nearest Abbey National office, or write 
direct to the address below for the Society’s Investment Booklet. 


ABBEY NATIONAL 


BUILDING SOCIETY 


A national institution with total assets of over £200,000,000 


ABBEY HOUSE, BAKER STREET, LONDON, N.W.1I. Tel.: WELbeck 8282 


Branch and other offices throughout the United Kingdom: see local telephone directory for address of nearest office 
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ty Service 





“SALT,” wrote the schoolboy, ‘‘is the stuff that 





makes potatoes taste awful when you forget to put 














it in.’’ Service, too, can be insipid enough when it 
is plain and unseasoned—work done in response to 
some general need, as the dictionary puts it. It 
requires a quantity of willingness and enthusiasm, 
a touch of fellow-feeling and a dash of humour if it 
is to rise above frigid efficiency. The dictionary 


defines the bare bones, the anatomy of service; we 





strive to give it life and humanity. 
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‘THE CHILDREN’S POLICY ” 





Safeguard the Future Welfare of 
Your Children 





FOR SPECIAL LEAFLET APPLY TO :— 
Head Office for Great Britain and Ireland 
»®” CHEAPSIDE, LONDON, E.C.2 


(Telephone: CITy 7762) 
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LIVE KEYBOARD 


Super-Speed ADDING-LISTER 











latest pacemaker 
re ive hand-motion. Great- | 


est ever speed. Greatest ever ease (1 or 2 totals). 












Demonstrations 
The first radical development in adding machine 


by appointment 
7. Oe design since the introduction ofelectric operation. 


Kindly write or ’phone. The Accounting and Adding Machine Division of 


THE NATIONAL CASH REGISTER COMPANY LTD 
206-216, Marylebone Road, London, N.W.1. Telephone PADdington 7070. 
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A Banker's Diary 





THOUGH rumours of a toughening of the Government's economic policy or 
of a further rise in Bank rate gave the City, and especially the gilt-edged 
market, some uncomfortable moments in the ten days or so 
Cuts in before the Chancellor’s departure for Istanbul, the past 
Expenditure ? month has brought forth only one significant new develop- 
ment in this sphere. At Istanbul the major feature of 
Mr. Butler’s statements was his clarification of policy for sterling, discussed 
in detail in our opening article. On domestic policy he did no more than 
summarize the measures already taken, or promised, in his end-July speech 
in Parliament. Much has been made of the reiteration that “ we are engaged 
in examining the whole field of public expenditure, central government, local 
government and nationalized industries, with a view to limiting the demands 
on labour and resources’’. But, so far, the only indication that any major 
‘“ policy ’’ changes are afoot is the news of the intention to recast the housing 
subsidies. Over the remaining vast field of current civil expenditure of the 
central government there is no sign yet of anything more than a sharpening 
of the scrutiny to be applied in the customary review for the preparation of the 
estimates for the coming fiscal year. 

Some savings are expected in defence expenditure, but on the civil side it has 
yet to be shown that the Government is prepared for any such policy changes 
as would yield really large economies. A remodelling of the housing subsidies 
so as to reserve them for the needy—which is the apparent aim—would be a 
very valuable and long overdue reform, but it would not be likely to yield any 
massive reduction in public expenditure. For a big assault on waste in housing, 
it would need to be coupled with a-major loosening of the Rent Restriction 
Acts. Aside from the main sphere of welfare expenditures, the only other 
source from which big savings could be squeezed is the huge subsidization of 
agriculture that has substantially replaced the cost-of-living subsidies. Unless 
political courage can be screwed up to tasks of this major kind, the relief to 
the economy from the public sector is likely to be mainly limited to adminis- 
trative prunings and to the slowing-down or postponement of some capital 
projects—selected at the points where the brake may be applied with least 
friction rather than on any rational scale of relative importance. 


NECESSARY though a major review of Government expenditures unques- 
tionably is on a long view, it is not proven that it is indispensable for the limited 
immediate purpose of meeting the current pressure on the 

No Hostage balance of payments. The Government, at all events, has 
to the shown no disposition to rush into new measures, and through 
Heterodox this summer has plainly been content to hold to its faith in 
monetary pressures. Moreover, it has now proved its end- 

July affirmation that the recourse to directives to the bankers did not presage 
any relaxation of the orthodox tactics. On the contrary, as a subsequent 
note explains, the squeeze on the credit supply has been firmly sustained, and 
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the Treasury bill rate has been allowed to rise to 47; per cent.—partly in 
sympathy with the further rise in rates in the United States (where the Federal 
Reserve rediscount rates are now at 2} per cent.) and in other overseas markets. 

Moreover, the authorities have taken good care to give no hostage to that 
City school of heterodox argument that had wistfully predicted a firm gilt- 
edged market—in the belief that directives had superseded orthodoxy, and 
that the authorities were “ bound” to support the market for the utility 
fundings and the refinancing of the £524 millions of Serial Funding stock that 
now lies immediately ahead. Instead, gilt-edged have suffered a further sub- 
stantial fall. And if the market rallies in coming weeks—as it just con- 
ceivably might do, in spite of the further stringency that is arising from 
pressure of new issues, in the equity markets as well as in fixed interest stocks 
—that will be mainly because it has been allowed to drop to the point at 
which the yields look really attractive to investors who are not concerned to 
get in at the exact bottom. 

Meanwhile, a further good mark for the authorities is that they are showing 
an increasing determination to ensure that the rise in rates exerts its due 
effect upon the public sector. Early in September the Treasury made the 
third increase within two months in rates charged by the Public Works Loan 
Board on its lendings to local authorities: the rate for loans up to five years 
was raised from 44 to 43 per cent., and that on longer loans from 43 to 5 per 
cent.* Shortly afterwards the rate paid on tax reserve certificates was 
increased by the record step of # per cent., to a new peak of 24 per cent. 
tax free. 


THROUGH August, however, the most vuinerable point in the over-extended 
economy, the external balance, remained disquietingly unstable: The gold 
and dollar reserves of the sterling area fell by $87 millions in that 

Imports month; and the trade figures for the United Kingdom, while 
Still showing that exports had regained some of the losses caused by 
Rising the hold-up at the docks, suggested that imports were still rising 
ominously. The fall in the reserves was certainly attributable 

not only to the seasonal strain of heavy payments for North American grain 
but also to the continuation of psychological pressures on sterling. Those 
pressures abated somewhat last month, especially after Mr. Butler’s Istanbul 
speech, but the reserves have been burdened by the payment of $59 millions 
to the European Payments Union on account of the August deficit of £28 
millions, which had to be settled under the new ratio of three-quarters in gold. 
Exports in August actually reached the highest level ever recorded in a 
single month, £264 millions. But even these record shipments did not fully 
make good the losses incurred in the two previous months: in June, July and 
August together exports were 4 per cent. below their level in the corresponding 
months of 1954. ‘This is not proof, however, that the expansion in exports 
achieved in the earlier months of 1955 has been checked, as shipments delayed 
by the strike are likely to affect the figures for two or three months to come. 
The really disquieting trend is in imports. These rose for the third 
successive month, to £342 millions. Over the three months they averaged 





* A table showing earlier changes in P,W.L.B. rates since 1948 was published on page 145 
of THE BANKER last month. 
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£325 millions a month, which was {£42 millions, or 15 per cent., more than in 
the equivalent period of 1954. It is difficult, in view of the sustained character 
of the expansion, to find much consolation in the official contention that the 
July and August arrivals were affected by earlier delays caused by the strike. 
The high level of imports in June had, after all, been explained by the fact 
that the partial nature of the strike tended to encourage an unusual volume 
of unloading at that time. The value of imports has not, moreover, been 
swollen month by month by higher prices, as it was in the winter. Import 
prices fell by one point in July and were stable last month, though on the yearly 
comparison their average in June-August showed a rise of 1? per cent. 


A FURTHER fall in advances, by £30 millions, was shown by the clearing banks’ 
return covering the four weeks to August 17. As 1n the previous three weeks, 
when the advances item dropped by £51 millions, not all of 
The Squeeze the decline reflected the effects of the credit squeeze, but 
Develops _ there is no reason to suppose that it was again seriously 
distorted by the included “ transit items’’. The principal 
special influence was the repayment of electricity advances from the proceeds 
of the application moneys on the {£200 millions loan placed on August Ir, 
but if allowance is made for the new current requirements of the C.E.A. and 
the Gas Council, it appears that advances to all other borrowers probably 
declined during the four weeks by £20-25 millions. 

There can be no doubt that the decline of perhaps £35-45 millions achieved 
in the advances of borrowers other than the utilities during the first seven 
weeks of the half-year was almost wholly the result of steps taken by the 
banks previously, in response to the sustained squeeze upon liquidity and as 
a means of enabling them to avoid further large (and more costly) sales of 
gilt-edged. The first effects of the reviews of existing advances and of the 
toughened scrutiny of new applications that were set afoot by the Chancellor’s 
peremptory letter of July 25 may show themselves in the September figures, 
but they cannot have perceptibly influenced those for August. Even now, 
any resultant decline in total advances—over and above that arising from 
the heavy calls made in recent weeks upon the gas and electricity loans—will 
be attributable rather to the slowing-up of new borrowings than to any 
acceleration of repayments. The squeeze upon existing borrowers seems so 
far to have mainly taken the form of reductions in limits rather than insistence 
upon repayments not previously agreed upon. 

Needless to say, the August quarterly classification of advances reveals 
none of these influences. The three months from May included not only the 
phase of seven weeks or so in which private-sector advances were responding 
to the squeeze but also the phase of continued heavy borrowings by the 
utilities and of special private-sector demands caused by the hold-up of 
supplies during the dock strike. Over the quarter, as the detailed tabulation 
on page 267 shows, total advances made in Great Britain by all members of 
the British Bankers’ Association rose on balance by £25.3 millions, to the 
new peak of £2,215 millions. Although nearly £30 millions was paid up in 
this period on the gas and electricity loans, the public utilities group of bor- 
rowings expanded by £5.7 millions (to no less than £207 millions). In addition, 
local authorities absorbed a further {10.5 millions. Private-sector advances 
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therefore rose by only {9 millions, in contrast with rises of no less than £75 
and £95 millions in the two previous quarters respectively. 

Subject to two exceptions, the only large movements shown in the indi- 
vidual categories were seasonal in character—increased borrowings by agri- 
culture, and repayments by the food, drink and tobacco and by the retail trade 
groups. The exceptions were the big engineering group, which absorbed £144 
millions (£34 millions last year), and hire-purchase finance companies, which 
borrowed a further £3 millions—obviously by drafts upon limits granted before 
the new restrictions took effect—raising their total to £45 millions, or three 
times the sum borrowed twelve months previously. The personal and profes- 
sional group declined by £4.7 millions, to £398 millions, after rising con- 
tinuously since November, 1953. 





In spite of the further decline in advances in the four weeks covered by the 
August return, several of the big banks apparently deemed it expedient to 
resume sales of gilt-edged. Aggregate portfolios of the clearing 
Liquidity banks dropped by nearly £16 millions—a movement that may have 
Ratios _ been partly attributable to writing-down—to {£2,082 millions, or 
Now {282 miilions below the peak touched last autumn. Thanks to the 
contraction of £46 millions in the two risk assets taken together, 
the movement of deposits once again sharply bettered last year’s trend; net 
deposits declined by £5 millions, whereas in the similar four weeks last year 
they had risen by £35 millions. In the six months since mid-February last they 
have fallen by £103 millions, in contrast with rises of £269 millions and {221 
millions in the corresponding months of 1954 and 1953. 
The further contraction in investment portfolios is the more noteworthy 
in view of the recovery that has taken place in liquidity ratios and of the 
expected acceleration of the fall in advances. But up to mid-August, at least, 


August 17, Change on 

1955 Month Year 

£m. {m. fm. 
Deposits , nib o- 6405.7 — 0.7 — 113.2 
“ Net” Deposits* 3s o 6153.9 — 5.2 — 124.5 

o + 

Liquid Assets.. v - oa 2051.7 (32.0) + 43.4 —128.9 
Cash ‘eo be We - 515.3 (8.0) — 20.0 — 18.3 
Call Money Hs bis * 423.7 (6.6) — 34.5 — 14.0 
Treasury Bills .. ss o. 1009.7 (15.8) +99.4 —117.0 
Other Bills - ‘is 7 102.9 (1.6) — 1.6 + 20.4 
Investments and Advances .. ss _- & 95.4) —~ 45.9 + 9.8 
Investments... ve ‘es 2082.0 (32.5) —-15.8 — 200.0 
Advances ‘“s - , eames 8 (3 2.9) — 30.1 275.8 


* After deducting items in course of collection. ¢ Ratio of assets to published deposits. 


the fortification of liquidity had been much less pronounced than some of the 
City’s wishful thinkers have been suggesting. Despite the decline in investment 
portfolios (which equally improves the liquidity ratios whether it is due to sales 
or to writing-dow n), the proportion rose only by 0.7 per cent., to 32.0 per cent. 

When allowance is made for seasonal factors, this was still, a tight position ; 

in the corresponding month last year the ratio was 33.4 per cent., In 1953 it was 
34.8 per cent., and in 1952 37.4 per cent. Two of the big banks, moreover, 
were still at or below 30 per cent., as our usual detailed analysis on page 205 
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shows. The authorities, it is clear, were still making efforts to keep up the 
orthodox pressures, not only by holding the reins very taut in Lombard 
Street, but possibly also by trying to minimize the relief given to the supply of 
liquid assets by the Treasury’s needs for domestic finance. 


Although these needs were apparently some £50-60 millions greater than 
in the similar period last year (before allowing for the application money put 
up by “ departments ”’ for their take-up of the Electricity loan), the liquid 
assets of the clearing banks (ignoring commercial bills) expanded by no more 
than £45 millions, or by only the same amount as they did in the similar weeks 
last year. The proceeds of gold sales, of course, account for a large part of 
the discrepancy between visible needs and apparent borrowings through the 
clearing banks, but it seems probable that at this stage departmental sales 
of securities were still sufficient at least to keep pace with the payments on the 
Electricity stock and any intake of the Serial Funding stock that matures in 
mid-November. It will be surprising, however, if the performance proves to 
have been equally good in the ensuing period (to mid-September), for the 
official share in the calls on the Gas and Electricity loans must then have 
exceeded {100 millions, and it is significant that since mid-August the tender 
issue of Treasury bills has been rising much more rapidly than before. In the 
four weeks to September 17 the total outstanding rose by £130 millions, to 
£3,450 millions. 


THE revised estimates of national income and expenditure in 1954 published in 
last month's blue book contain two surprises. The first is that personal savings 
as a whole are now shown to have mildly reversed their previous 
Savings trend, and to have fallen slightly below the 1953 total, whereas the 
and ___ preliminary estimates published in April had shown them virtually 
Stocks unchanged; the second is a considerable upward revision in the 
estimate of the increase in stocks. The total of personal income in 
1954 1s now put at £14,544 millions, some £136 millions above the April estimate 
and £820 millions above the estimate for 1953. Total personal spending in 
1954 has been revised upward by £182 millions, to £13,681 millions; hence the 
residual item of personal saving is {863 millions, showing a drop of £39 millions 
below 1953. 


The Government statisticians still offer no explanation of how such a 
decline in personal saving can be squared with the evident increase in saving 
through the most important identifiable channels—the acquisition of houses 
and other physical assets, and financial saving through the life offices and group 
pension schemes, the national savings movement, and the building societies. 
In an analysis of the capital account of the personal sector (following the lines 
of that presented in a personal capacity by a Government statistician*) “ total 
identifiable savings “’ in 1954 are shown at no less than £1,111 millions, or £276 
millions more than in 1953. Certain forms of dis-saving, and in particular the 
incurring of hire-purchase debt by individuals, certainly increased considerably 
last year ; but the obvious sources of dis-saving are far from large enough 
to account for the re-emergence of the huge unexplained “ gap ”’ between the 





* «The Pattern of Savings and Investment’”’ by C. T. Saunders, read before the Manchester 
Statistical Society in November, 1954, and discussed in detail in THE BANKER of December last. 
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estimate of personal saving obtained as a residual and the sum of the known 
components of saving. 

The increase in the physical volume of stocks during 1954 is now put at 
£225 millions—{50 millions more than was estimated in April. The Government 
and nationalized industries made appreciable liquidations of stocks but the 
volume of companies’ stocks is now estimated to have risen by no less than 
£356 millions; this compares with an increase of {64 millions in 1953, and is 
only {70 millions smaller than the record increase of £426 millions of 1951. 
Corporate liquidity was accordingly under appreciable strain. Whereas the 
funds available to companies from gross savings, net capital receipts and 
drawings on tax and dividend reserves rose over their 1953 level by £131 
millions, investment in fixed assets and stocks expanded by £352 millions. 


THE trade and payments discussions between Britain and Egypt that were 
concluded in Cairo last month have yielded two important results. Britain 
has agreed to increase the rate of release of Egypt’s blocked 

Sterling sterling balances; and the Egyptian Government in return has 

Agreement ended discrimination against sterling area exporters. Egypt's 

with Egypt No. 2 account now stands at some £135 millions, compared with 

around {400 millions at the end of the war. Under the 1951 

agreement the maximum annual rate of release was {15 millions; this is now 

to be stepped up to £20 millions in each of the years from 1955 to 1960. In the 

ensuing two years it will be reduced to {10 millions, and in 1963 Egypt will be 
permitted to draw the outstanding balance. 

Egypt’s contribution to the agreement was the abolition of its sterling 
entitlements scheme, under which exporters were permitted to retain a portion 
of their sterling and to offer it for auction at premium rates to importers for 
purchases of goods deemed by the Egyptian authorities as inessential. Equi- 
valent import entitlements systems applied to imports from Germany and 
the dollar area have likewise been abolished. Egypt has replaced the entitle- 
ments system by an additional customs duty of 7 per cent., levied on imports 
other than those of capital goods, raw materials, books and publications; 
but this duty falls equally on imports from all countries. A further move made 
by Egypt last month that should encourage trade with Britain was the reopen- 
ing of the futures market in long-stapled cotton in Alexandria, closed in 1952 
following embarrassing speculative activities. 


THREE minor but significant relaxations were made by the Bank of England 
last month in the regulations governing dealings by non-residents in sterling 
securities and in security sterling. The first unifies the non- 

Security resident market in these capital transactions; previously, 
Sterling neither sterling securities nor security sterling could be trans- 
Relaxations ferred to residents in the dollar area by other non-residents. 
The second relaxation permits security sterling to be invested 

in a security with a minimum life of five years, instead of ten years. Finally, 
non-residents are permitted to export their holdings of sterling bearer securities, 
instead of having to leave them as hitherto with authorized depositaries in the 
United Kingdom. This relaxation does not extend to holdings of foreign bonds, 
or, of course, to any resident holdings. 
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Sterling after Istanbul 


HE Istanbul meeting of Governors of the International Monetary Fund 

has ended without the taking of any major decisions on the international 

monetary front. In that respect it disappointed many expectations, but 
few that were well informed. The sense of expectancy with which these annual 
meetings are anticipated is natural, and even inevitable. They gather together 
for a fleeting week the principal characters in the world of international finance 
and those who play major roles in the determination of monetary policy in the 
several countries. They occur in the autumn, when the forces making for dis- 
equilibrium in international payments are always at their peak and when, 
therefore, balance of payments crises have tended to occur. The most important 
development in the sphere of international payments since the end of the war 
—the devaluation of 1949—had its setting in the I.M.F. meeting of that year. 
What could be more natural, this year, than the expectation that the many 
rumours about the future of sterling might find some confirmation at the 1955 
gathering of those in whom the main responsibilities for decision lay? 

If these expectations have happily proved unfounded, it would none the 
less be wrong to dismiss the Istanbul meeting as mere “ backpedalling ’’ of 
the effort towards convertibility. It provided no new decisions; but the 
speeches, the press conferences and the text of the I.M.F. report gave some 
very important indications of the policy that is to be pursued in this matter 
by the key country, Britain itself, and of the technical devices that are being 
hatched in the I.M.F. in order to help the consummation of the convertibility 
plans. 

With rumours about the devaluation, and/or convertibility, and/or flexi- 
bility of sterling so prevalent as they had been in the preceding months, the 
Chancellor's main intervention in the I.M.F. debate was naturally expected to 
provide the préce de résistance of the meeting. This speech was intended to 
justify the long journey of the Chancellor and his eminent retinue of experts to 
Istanbul. These expectations were not altogether disappointed. Mr. Butler 
did not attempt to minimize the difficulties that beset the United Kingdom 
balance of payments. He briefly outlined the “ firm steps ’’ taken to remedy 
the situation. In particular, echoing his statement in Parliament at the end 
of July, he hinted again at substantial cuts in public expenditure “ with a 
view to limiting the demands on our labour and resources’’. Even more 
important, he pledged himself to a refusal to meet the difficulties by the 
application of physical controls of imports: ‘‘ We shall deal with the disease 
rather than the symptoms by getting to the heart of the matter, the balance of 
supply and demand for labour and materials at home ”’ 

As for convertibility, that remains the objective of the Government—but 
there ‘‘ must be a period of consolidation and strengthening on the home front 
before we make any further moves forward on the trade or exchange front ”’. 
Mr. Butler then addressed himself to the rumours—and did so in language 
that he intended to be so clear and unequivocal as to disperse once and for all 
every conceivable doubt about official British intentions. Whether he altogether 
succeeded is still uncertain—though his speech was in fact followed by a marked 
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strengthening of sterling. He first repeated his House of Commons statement of 
July 26, his “‘ one sentence ”’ policy for sterling, namely, that “ it has been, and 
will continue to be, the maintenance of the exchange parity of 2.80 dollars to 
the pound, either in existing circumstances or when sterling is convertible’. 
He then amplified that too-terse affirmation by declaring that the Government 


do not contemplate any early move on any (I repeat any) aspects of the exchange 
front. We must first go through the arduous process of strengthening our 
internal and competitive position. My Government has taken no decision 
upon the timing of the convertibility of sterling nor upon the nature of the 
exchange arrangements after that date. 


This said, he pointed again his attack on the rumour-mongers: “ It will thus 
be seen that all discussions and rumours about impending changes of the parity 
of, or margins for, sterling are unrealistic and irrelevant ”’. 

A tremendous, magnificent negative seemed to emerge from this cumulation 
of denials. But it began to be filled again by something more positive at the 
press conference that Mr. Butler held after his speech, when he was questioned 
more closely and intelligently than in the House of Commons on July 26 
about the exact nature of the Paris discussions on the exchange arrangements 
that would obtain if and when some European currencies became convertible. 
This was the heart of the matter, since it was from unofficial reports of these 
discussions that all the rumours about sterling had sprung. Mr. Butler admitted 
in Istanbul what he had appeared to deny in the House of Commons debate, 
namely, that most continental countries had visualized convertibility in terms 
of fixed exchange rates, that Britain had favoured flexibility, but had conceded 
the point on the understanding that the fixed parities would be softened by a 
right to widen the gold points. The general understanding arrived at in Paris, 
as widely reported, provided for a tolerance of 3 per cent. on either side of parity, 
or of 6 per cent. overall, which in terms of a sterling parity of $2.80 would 
represent a spread of $2.714- $2.88. 

Admittedly, all this concerns a state of affairs that lies in a highly in- 
determinate future. But the fact that this difference of opinion should have 
existed, that the differences of views should have been ventilated and hotly 
debated and that some reconciliation of these differences sheuld have been 
reached and noted are all matters of profound importance with a vital bearing 
on the shape of the convertibility exercise. No good was done to sterling by 
the Chancellor’s attempts before the Parliamentary recess to suggest that 
Britain had not argued in favour of flexibility—because the foreign observers 
who were to be impressed by this denial had their own sources of inside informa- 
tion. Nothing but good can come of the reports of the press conference in 
Istanbul, for they have put the record straight. Indeed, since the Chancellor 
was prepared in the end to say as much, the only pity is that the press con- 
ference was not staged in London many weeks ago. 

If it is indeed the official policy of the British Government to keep the 
rate within a margin of some 3 per cent. on each side of the $2.80 parity when 
sterling becomes convertible, that would be a sensible compromise between 
rigidity and flexibility. The vital principle of the “ fixed ’’ parity would be 
upheld, but the practical case for some room for manoeuvre, purely for the 
purposes of technical management of the exchange market, would equally be 
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met. The technical experts have constantly urged that their satisfactory 
management of sterling as a fully and formally convertible currency would 
require a wider margin for fluctuation than the ? per cent. on either side of 
parity that now governs the official market for sterling and most other cur- 
rencies. An overall margin of 6 per cent. would provide ample latitude for this 
technical purpose without providing a loophole large enough to allow the 
irresponsibility or cowardice of politicians to damage the currency by lax 
domestic policies.* Meanwhile, it may be noted that all existing rates for 
sterling—the “‘ cheap ”’ sterling as well as the dear—already fall within this 
expected margin. Of course, no undertaking has ever been given that the 
‘“cheap’”’ sterling rates, though subject to official management since last 
February, will be kept within any given limits, but there is now a strong 
presumption that they will not be allowed to move outside the 3 per cent. 
range. Hence, since transferable and security sterling are dealt in in very active 
markets, the claim that all non-resident sterling is now de facto convertible 
becomes indisputable. 

Before that accomplished fact can be formally recognized, a good deal of 
time may, however, have to elapse. This is because the move forward, when it 
occurs, must take place from a position of strength. Even if the scope for 
floating is limited to the margin of 6 per cent. there must be every prospect that 
sterling, when it is made convertible, will float immediately in the direction of 
its upper “ gold point ’”’. And as Mr. Butler said, “‘ we must first go through the 
arduous process of strengthening our internal and competitive position ”’ 


J 





THE ‘‘ PRE-REQUISITES ’’ Now 


What of the other basic conditions that have to be satisfied before the 
next major move to convertibility can be made? The external prerequisites 
were again defined by the Chancellor as the adequacy of external reserves 
and the assurance of an adequate flow of dollars to the rest of the world through 
the maintenance of good creditor policies on the part of the United States. 
The adequacy of external reserves was discussed at Istanbul under two headings: 
the contribution that could be made by the International Monetary Fund; and 
the assistance that might be provided by an increase in the price of gold. 

On the first of these the annual report of the Fund and the explanatory 
speech made by Mr. Ivar Rooth, its managing director, were highly promising. 
The text of the report reveals not only a desire to help in such matters but an 
extension of the flexibility in the interpretation of the Articles of Agreement 
that the Fund has only recently displayed. A more liberal attitude, for example, 
has been adopted on the question of how far a member country’s right of 
access to the I.M.F. can be regarded by that country as a dependable and 
effective part of its external reserves. While the Fund was in its highly in- 
quisitive and suspicious youth no assurance could be forthcoming. A member 
country could always count on being able to draw back from the Fund the 
amount of its quota that it had paid in gold or dollars, but beyond that all 
depended on the result of the Fund’s inquisition into the purposes for which 
the money was required. Now, however, member countries are assured that 
they need not doubt that drawings on their quotas beyond the amount paid up 





* See the full discussion of the pros and cons in THE BANKER for last July: “ Sterling Fixed 
or Flexible?” 
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in gold and dollars will be permitted, especially if such assistance is needed in 
support of convertibility. There is nothing precise about this assurance, but 
it reflects a significant change of mood. 

Equally significant in this context are the further assurances about the 
grant of standby facilities, which convey the right to draw at any time within 
an agreed period. The Fund states in this year’s annual report that ‘“‘ as further 
progress is made toward convertibility, the standby arrangements should 
become still more useful. . . . In the formulation of national policies in relation 
to convertibility, the Fund’s resources can confidently be regarded as an 
important supplement to members’ reserves’. The report also points out—and 
not for the first time—that the Fund is prepared where necessary to grant a 
waiver to permit member countries to draw more than the 25 per cent. of the 
quota that is normally the maximum permitted during one year. 

The most important new assurance of all, however, is that, if member 
countries regard it necessary, as a condition of convertibility, to allow their 
rates of exchange to fluctuate beyond the margins tolerated in the I.M.F. 
Articles of Agreement (i.e. I per cent. on either side of parity), they will not 
thereby be automatically precluded from assistance from the Fund, nor will 
other members of the Fund be denied the right of purchasing that currency from 
the Fund. The denial of facilities by the Fund was discretionary and not 
mandatory, and in 1954 general rules were adopted to deal with the technical 
problems of dealings in a currency subject to fluctuations in excess of 2 per 
cent. These rules have already been applied to grant Canada and Peru, both 
of which operate flexible exchange rates, access to the Fund's facilities. Such 
arrangements, and the attitude from which they spring, are of considerable 
significance for Britain, given the exchange arrangements that may apply when 
sterling becomes convertible. 

The possibility of an increase in the monetary price of gold was given its 
customary annual airing at the Istanbul meeting—with a significant difference. 
_ This was that South Africa’s perennial demand for such an increase received 

much more overt support than hitherto from some other members, and par- 
ticularly from the United Kingdom. As usual, it was the South African repre- 
sentative, this time Mr. Louw, who presented the case; he did so by stressing 
the substantial contribution that a higher gold price would provide to the 
greater stability of world payments. On the same grounds, Mr. Butler gave 
his conditional approval to the proposal, the condition being in the matter of 
timing. ‘“‘ Provided we choose the right moment”’, he said, “an increase in 
the value of existing gold reserves would make it easier for the world to ensure 
that temporary balance of payments fluctuations are dealt with without 
recourse to restrictive measures ”’. 

So far, however, the plea continues to carry no conviction with the United 
States. If an upvaluation of the world price of gold is to be no more than a 
veiled way of distributing additional dollars to the rest of the world, the United 
States prefers to effect this distribution in accordance with quite other criteria 
than the arbitrary distribution of gold resources, whether of reserves or current 
production, throughout the world. And in answer to the liquidity argument, 
the United States spokesman at Istanbul pointed out that during the past 
twelve months non-dollar countries as a whole had achieved a considerable 
expansion in their reserves; and that this indicated that it was now unreason- 
able to base any argument on an inadequacy of reserves. That, however, was 
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not an effective rejoinder. World trade is still not free from the shackles of 
discrimination, and within the last few months some gold reserves outside the 
dollar area have shown ominous signs of decline. It is clear, however, that 
the timing of an increase in the gold price would, as the Chancellor himself 
stressed, be all-important; and the present moment, with its many threats of 
inflation, is inopportune. In theory, the move need not involve any significant 
increase in inflationary pressures; but not all monetary authorities would be 
likely to take the necessary technical steps of neutralization to prevent it 


from being inflationary in practice. 


Poor AUGURIES FROM U.S. TRADE POLICY 


The other major condition that has to be satisfied before any decisive 
move towards convertibility can be made is some assurance about the 
external commercial policy of the United States. Recent actions in United 
States trade policy have been disappointing in the extreme. Following the 
doubling of the import duty on watches and the demand for special agricultural 
protection that the United States successfully made during the recent recon- 
sideration of the G.A.T.T. in Geneva, there have been successive hints of an 
ominous protectionist revival. The import duties on bicycles have been in- 
creased; the “ Buy American Act ’”’ has been invoked to exclude a British 
firm’s tender for electrical equipment for the Chief Joseph Dam; and the 
Administration has required oil companies to produce plans to restrict imports 
into the United States, which have been increasing during 1955 to the dis- 
comfiture of the coal producers. These are poor auguries of the good creditor 
policy by the United States that is needed to ensure that an advance towards 
convertibility can be made hand in hand with the expansion of trade. In his 
Istanbul speech Mr. Butler appropriately recalled his challenge of “ trade 
not aid’’; he acknowledged the initiative of the President of the United 
States in promoting liberal trade policies, but went on to remark that progress 
in good creditor policies had not yet yielded the results that would give other 
countries the assurance of a continuing balance between the dollar and non- 
dollar worlds. In fact, he said, ‘“‘ there have been a number of signs of back- 
pedalling ”’. 

As politics is the art of the possible, one should perhaps not be too impatient 
and critical of the Eisenhower policy in this sphere. His good intentions are 
beyond question. But what counts is his ability to resist the pressure groups 
once imports begin to flow—and also of course acts of Congress that can be 
measured in terms of tariff rates, reduced or “ bound ”’, and simplifications of 
customs procedures. The cuts and bindings in tariffs since 1947 have been 
substantial, and there is the prospect of further concessions in the next round 
of G.A.T.T. negotiations, due to begin next year. But the United States will 
be restricted by the terms of the new Trade Agreements Act to cut, over three 
years, not more than 15 per cent. of the existing tariff rates, and will still be 
bound to exact equivalent benefits for all concessions made. The limits of the 
possible concessions are so modest, and the pressures on the Administration 
are so strong, as to suggest that the momentum behind American freer trade 
policy, which began with the Cordell Hull programme twenty years ago, has 
now just about run itself out. 

If this is so, it must involve a corresponding adjustment of the so-called 
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“collective approach ”’ to the convertibility of sterling and other currencies. 
That concept, as expounded in many speeches by the Chancellor of the 
Exchequer and other spokesmen, is that there should be a parallel movement 
that would liberalize both international payments and international trade. 
The concept may endure, but no longer on the global scale in terms of which it 
was until recently interpreted. For the present, there can be no question of a 
further dismantling of restrictions on dollar imports. That, however, does not 
necessarily mean that there should be no further regional liberalization of 
trade, or no further move towards greater convertibility of sterling in the 
exchange markets. 

Indeed, in this technical sense the move towards convertibility has by no 
means been arrested even in the recent weeks of pressure on sterling and gold 
drain. Important concessions were, for example, made last month in the 
freedom with which blocked sterling held by non-residents can now be invested 
or switched and with which their bearer securities can be exported. These 
moves, which are more fully described in a note on page 210, are important 
both in themselves and as indications that sterling is still moving in the direction 
of greater freedom of payments. There are, nevertheless, still reservations and 
inhibitions about pressing further forward even along this technical road of 
convertibility. At Istanbul, for example, considerable pressure was put on all 
member countries to permit a measure of transferability in the World Bank’s 
use of the 18 per cent. of members’ subscriptions paid up in their own domestic 
currency. Ihe demand met with a sympathetic but categorical refusal from 
the Chancellor of the Exchequer. 

Such hesitations apart, it is remarkable, however, how far the technical 
convertibility of non-resident sterling has proceeded. All three main segments 
of non-resident sterling are now well within the maximum range of fluctuation 
of 3 per cent. on either side of a parity of $2.80 that would operate on the 
implementation of formal convertibility. At the moment of writing American 
account sterling is quoted at $2.78 #}, security sterling at $2.76 and transferable 
sterling at $2.77. The contrast between non-resident capital sterling and 
current sterling has disappeared; recently the rate for security sterling has been 
standing above the transferable rate. For all practical purposes the gulf 
between capital and current sterling has been bridged—so far as non-residents 
are concerned; the one significant remaining non-resident No. 2 account, 
the Egyptian account, is under the new arrangements for releases (outlined on 
page 210) to disappear by 1963. Apart from the formal removal of the distinc- 
tion between capital and current sterling, the only major step that remains to 
be taken to technical convertibility is now the final one—the grant of the 
freedom to transfer sterling from transferable to American accounts. 

Such a move to-day would involve no such great extension of possible 
sources of pressure on sterling as it did in 1947—by reason of the present 
free and wide market in transferable sterling, where holders can to-day convert 
their sterling into dollars at a discount of under 1 per cent. The reason why the 
time is not ripe for the formal move is that the prerequisites of convertibility 
in its wider sense are unfulfilled. But the technical step of extending converti- 
bility for non-residents to the official market could probably be made within the 
next year without undue risk. When the de jure step is taken Britain, in the 
style of Moliére’s ‘“‘ Bourgeois Gentilhomme ’’, may discover to its surprise and 
pride that it has been talking prose all along. 
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The Great Bear or the Little ? 
By John Marvin 


their conclusions by more empirical means, are now suggesting that 

investors may at last have to face that distasteful and unfamiliar sight, a 
‘bear’’ market. Therelapse that started after the Chancellor’s end- July speech 
has carried the Financial Times Industrial share index to more than Io per cent. 
below its peak. On July 21 it stood at 223.9; by September 5 it was down 
to 190.8, and at the moment of going to press it is 191.5. Hatch is therefore 
out of the market; he now prefers cash to equities. More accurately, some of 
the Hatches are out, for the descendants of the original Cyrus Q. Hatch, 
begotten by the late Mr. Hargreaves Parkinson, have split into several sub- 
sects that measure the 10 per cent. break (which is their signal for selling) 
from slightly different starting points. The chart experts, too, proclaim that 
the market has broken through the “ lower parallel of its trend channel ’’. 
That to them is highly suspicious, but before selling they require “ proof ’’ of 
the change of trend. If the market rallies so as to make good two-thirds of 
its fall, but then falls to a still lower trough, they regard the change as 
established. Only then, after much damage has been suffered, will they lick 
their wounds and agree that it is time to sell. 

Not all investors are chartists, nor are they all Hatch theorists. That is 
probably fortunate for those who do not subscribe to such theories: it is 
quite certainly fortunate for those who do. If all investors followed Hatch, 
there could be no sellers when the happy throng wished to buy and no buyers 
when they wished to sell. Investment theory would be simplified, but invest- 
ment would be impossible. 

But there is still a main issue for investors now to decide. They cannot 
escape it by turning a deaf ear to the arguments of the chartists, and most 
of them will agree that an intelligent look at a chart will refresh their memories 
of the business cycle and make it easier to form an opinion about what is 
happening. Is the recent break in markets just another pause in the long 
climb of security prices—a “secondary ’”’ or a “ tertiary’ reaction, in the 
chartist jargon—or is it that post-war rarity, a bear market? Investors 
whose memories stretch back to the 1930s and beyond will find such a possi- 
bility no novelty. To them it is probably axiomatic that both the industrial 
share market and the market in gilt-edged stocks do have cyclical movements 
extending over years. They know a bear market as the adverse half of that 
long-term cycle. It is not a period when it is impossible to deal at a profit 
except as a bear, still less does it follow that everything must fall together 
(gold shares, for example, might be a good buy in a bear market for industrials) 
and even among industrials there may be a few winners that will move against 
the stream. Such a market normally has several minor (" secondary ”’) 
rallies, but the declines tend to outweigh the rises and the investor who is 
buying for capital gain finds that the dice are loaded against him. 

The investor with no pre-war experience will be unfamiliar with the invest- 
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ment cycle. The graph of industrial share prices (see Chart I) shows only 
one unmistakable bear market. It was a puny little bear that was born in 
the Dalton convertibility crisis of 1947 and died when the pound was devalued 
in 1949. The younger investor may almost be pardoned if he supposes that 
the market cycle, together with the trade cycle, was abolished on the day 
that “ full employment ’”’ was written into British policy. On the theory 
that full employment implies perpetual inflation that is slowed up by jerks 
about once in two years, either by a credit squeeze or by some less orthodox 
expedient according to which party is in power, the investor has come to 
look upon steady market appreciation as being almost as much part of his 
birthright as full employment is the working man’s. He has been heard 
recently to grumble that he was not getting his fair share of the fruits of 
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inflation. Even at its recent peak of 223.9 in July the Financial Times 


Ordinary share index showed a rise of only about 170 per cent. over its 1938 
level: retail prices had risen 142 per cent., but wholesale prices had risen 
238 per cent. The argument was comforting because it suggested that a 
further rise in share prices could still be rationalized. But this reasoning 
was sheer nonsense. It assumed that the national product is a cake that 
must always be divided between labour and capital in the same proportions 
(which it palpably is not) and it showed some of those who had been loudest 
in demanding a free economic system expressing dismay that freedom should 
be showering her favours elsewhere. 

It is time to come back to earth and take a glance at the market cycle. 
The graphs may convince the moderns that a cycle exists even to-day. They 
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may also suggest to those with longer memories that its pattern has changed. 
Most experts now agree that three factors work together to build up the 
prices of industrial shares. There is first the interest factor—the price of 
money itself. When the price of long-term investments immune from risk of 
default—such as Consols 2} per cent.—rises and the yield from them falls, 
then, other things being equal, industrial shares will rise too. Investors 
will accept a proportionately lower yield from their industrials because the 
yields from all types of investment tend towards a stable relationship to one 
another. Therefore the movement in the gilt-edged market is one of the 
three governing factors and the graph of the course of 24 per cent. Consols 
is the best available guide to it. Is it a mere coincidence that the prices of 
Consols turned downwards towards the end of 1946 shortly before the 
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Source: Quarterly compilations made by THE ECONOMIsT (see table on page 220). 


industrial bear market of 1947-49 began, and that it turned down again in 
mid-November, 1954, about seven months before industrials reached this 
year’s peak and receded from it? The graphs suggest, however, that there 
has been little correlation in the post-war period between pure interest and 
equity prices. In 1946 Dr. Dalton might have shoved money out fast enough 
to raise gilt-edged and equities together, but since then equities have risen 
without any accompanying fall in interest rates. 

Secondly, ordinary share prices reflect the state of trade. If order books 
are good, if profits are thought to be rising, and if dividends seem to stand a 
good chance of being raised, then ordinary shares will rise, and rise not only 
to take account of profits and dividends actually declared but of those that 
seem to be in prospect. 
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The chart of industrial trading profits—which plots percentage changes 
over the previous year shown by quarterly batches of published company 
reports—shows how rare and how short-lived have been the interruptions to 
the rising trend since the war. The trend was upwards through the war 
years, while before the war profits had wide swings extending over several 


ANNUAL TRADING PROFITS AND DIVIDENDS 





TRADING PROFITS DIVIDENDS 
Company Previous Latest Percentage Previous Latest Percentage 
Reports Year Year Change Year Year Change 
Received £000’s on Year £000's on Year 
1945—l 472 81,126 84,036 + 3.6 46,323 47,421 + 2.4 
IT 688 92,026 96,712 + 5.1 50,510 52,096 + 4.3 
lil 451 68,005 71,559 + 4.2 36,298 38,4061 + 4.0 
I\ 558 71,353 74,102 + 3-9 32,007 33,715 + 5-4 
1946—I 455 79,150 $6,667 + 9.5 45,010 48,889 + 7.2 
II 604 101,488 111,976 -I0.3 50,725 62,338 + 9.9 
Iil 454 69,521 74,084 + 6.6 38,544 40,024 + 5.4 
IV 527 69,403 76,968 10.9 29,768 34,301 +15.2 
1947—I 28 83,623 102,531 + 22.6 49,896 64,205 +28.7 
II 595 109,508 135,068 +23.3 58,470 68,326 +16.8 
IIT 450 83,592 107,813 + 29.0 41,293 50,032 +21.1I 
IV 511 (9,601 89,505 + 28.6 34,092 37,349 + 9.6 
1948—I 503 105,991 127,786 +-20.6 58,952 60,788 + 3.2 
II 884 171,538 220,045 +28.1 85,592 89,854 + 5.0 
III 326 105,110 141,750 +- 34.9 15,542 16,791 + 8.0 
IV 523 101,128 121,585 +-20.7 13,066 13,531 + 3.4 
1949—I 407 126,241 148,319 +-I17.5 25,439 25,327 - 0.4 
II 779 278,775 320,785 +I5.2 40,388 40,757 + 0.9 
III 522 184,629 183,681 — 0.5 20,996 20,875 - 0.6 
IV 690 190,920 197,533 + O.F 22,656 22,146 —- 2.3 
1950—I 559 177,771 189,309 6.5 28,751 28,892 + 0.5 
II O17 432,982 458,951 - 6.0 50,793 51,913 + 2.2 
III 580 271,800 290,041 6.7 29,055 30,404 + 4.6 
IV 646 184,910 218,775 +-I8.3 20,544 22,691 +10.5 
1951—I 542 186,482 214,990 +I5.3 27,854 31,442 +12.9 
IT 877 482,306 614,038 +27.3 52,123 62,565 + 20.0 
ITI 515 171,520 218,584 +27.4 20,860 23,497 +-72.6 
IV 507 256,691 411,527 160.3 20,414 27,692 + 4.8 
1952—I 475 232,190 273,037 17.6 31,262 31,846 + 1.2 
I] 840 7 30,051 777,038 r 3.5 60,237 69,798 + 5.4 
IIT 504 237,942 258,022 L 8.4 25,470 26,127 + 2.6 
IV 616 261,798 239,241 — 8.6 22,523 23,136 + 2.7 
1953—I 523 305,048 304,329 0.2 33,520 35,747 + 6.7 
I] Q4I 810,541 728,475 -10.1 72,217 80,072 10.9 
III 570 258,701 225,000 II.g 20,153 25,077 rf 
IV 401 238,155 225,800 - 5.2 24,401 27,63 +-53.0 
1954—I 537 291,433 317,836 9.1 35,304 44,578 + 26.3 
II T,007 735,002 505,070 9.6 80,163 93,907 +Ts7.2 
III 574 211,128 239,430 373.4 25,473 30,055 -I8.0 
IV 638 263,672 299,981 +I3.8 29,152 34,901 +19.9 
1955—I 530 308,124 418,250 73.6 49,081 65,653 + 32.2 
I] 1,000 738,370 864,216 +17.0 91,169 119,994 - 31.6 


Source: Figures published in The Economist and Records and Statistics. 
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years and forming the once familiar pattern of the trade cycle. A sharp 
shake-out in 1952 and 1953 and the merest of dips in 1949 are the only serious 
breaks in the post-war upward movement. Dividends, so long restrained by 
the freeze, by penal taxation on distributed earnings, and by the sheer 
necessity to plough back heavily to pay for industrial expansion, have gone 
forward steadily except for a break—hardly severe enough to be significant 
—in 1949. 

But in recent years the net amount distributed as dividend, admittedly on 
a growing capital, has been rising faster than have industrial profits. This is 
brought out plainly by Chart II, which plots the post-war rate of growth of 
the two since 1952. The reasons, it may be surmised, are threefold: the 
restraint of the early post-war years could not go on for ever; there have 
been some modest reductions in taxation which tend to bring the net amount 
nearer to the gross; and confidence is an infectious disease that eventually 
spreads even to the board rooms. A cynic might add that the take-over 
bidders have shown directors the dangers of leaving too much idle money in 
internal reserves. Obviously, dividends cannot for ever continue to rise 
faster than profits, but the amounts distributed are still relatively small. 
The process can continue for some time. 

The figures of profits and dividends, taken from the analyses of The 
Economist of each quarter's batch of annual company reports, have an 
important peculiarity. The number of companies comprising the sample 
varies from quarter to quarter'and also from year to year, for seasonal 
reasons and through the progress of nationalization. The aggregated annual 
profits announced in each quarter (relating to financial years ended some months 
previously) afford a strict comparison with the previous year, but a running 
comparison cannot be validly made through a series of quarters or years. 

For that reason, it has been possible to plot only the percentage change 
shown by each quarterly batch on the previous year’s aggregate for the same 
batch; the absolute figures shown in the accompanying table cannot be 
compared from quarter to quarter. In the third quarter of 1949, for example, 
the graph shows a tiny minus quantity for trading profits; this means that the 
aggregate of profits reported (by 522 companies) for years ended, say, between 
February and August, 1949, was a shade lower than the corresponding 
aggregate for 1947-48. The sharp break in the graph does not imply, there- 
fore, that industry had moved “into the red”’. It was still earning at a 
substantially higher rate than in 1946-47. To avoid any misunderstanding of 
the chart, the underlying figures are tabulated on page 220. 

The third factor in the make-up of share prices, the elusive factor called 
“confidence ’’, is much the most difficult to assess. It is that intangible 
influence that from time to time makes investors put on their buying boots, 
makes them one day so sure that the market is headed for higher levels that 
they will accept the same yield from a good ordinary share as from 24 per 
cent. Consols, and on another day leaves them so distrustful that they want 
their equities to give them twice the gilt-edged yield. Among investment 
experts, Mr. A. G. Ellinger has perhaps done more than others to explore 
and measure this Confidence factor*. He considers it as a ratio of interest 
yield to ordinary share yield and thereby builds up an index (using a formula 





* See The Art of Investment. By A. G. Ellinger. Bowes & Bowes, I5s. 
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in which the quantity 100,000, chosen for convenience, is divided by the 
quantity obtained by multiplying the fixed interest index of the Financial 
Times by the yield shown on its Ordinary share index). If there must be a 
quantitative measure, that is probably the best available, though it is arguable 
that at times the fixed interest market itself reflects a special element of 
confidence—a view of the future of rates. Does not, for instance, the present 
curve of yields, the shorts offering more than the longs, suggest that a 
higher Bank rate is partly discounted ? 

‘‘ Confidence ’’ may not itself be the most fortunate choice of name for 
this factor, for in this sense it may at times be synonymous with sheer funk. 
If, for example, a rip-roaring inflation were in progress investors might sell 
gilt-edged and buy industrials until they brought ordinary share yields down 
below gilt-edged. Their ‘‘ Confidence ’’ with a capital C would be high, but 
confidence in its ordinary sense would be low. But whether the name is 
well chosen and the yardstick well devised, the force itself is ever present 
and at times is so decisive that markets appear to ignore, or even flout, the . 
other, ‘‘ real’’, factors. Time and again it has made the market turn down- 
wards about a year ahead of a downturn in profits. 

Of the forces pulling on share prices, investors will find the pure interest 
element easy to pick out, and the only one of the three that can with luck 
be seen in action before ordinary share prices move, but historically it has not 
in most recent periods been the dominant influence. Confidence, whether it 
is agreed that it can properly be plotted as a graph or not, is of great importance. 
It moves simultaneously with the market—for it speaks the state of mind of 
human beings who are buying and selling there. 

To establish a relationship between profits, dividends and share prices is 
the most difficult task. The share market leads, and does not follow, the 
trade cycle; share prices generally anticipate changes in the profit trend by 
a time-gap of more than a year. It should be noted that this time-lag cannot 
be seen in Chart III, which shows pre-war trends by plotting Moody’s share 
index against Moody’s earnings index, for the reason that earnings are here 
deliberately pulled back from the year in which they were declared into the 
vear in which they were earned. But it is easy to see why the lag exists. 
The marginal buyer who shapes the market may be the traveller’s brother- 
in-law who hears that good orders have been booked, the supplier who gets 
increasing orders for raw materials, or the customer who is asked to wait 
longer for delivery. Any of these may be the first to decide that the shares 
of such and such a company look a good prospect. He may reach that con- 
clusion months before orders have been converted into profits and still longer 
before the company’s financial year is closed, and its accounts audited and 
published. The published profits and the declared dividends are simply a 
record and measure of what has happened. They tell the investor neither 
what is happening to industrial earnings now, nor what is going to happen. 
The often repeated argument that share markets must rise because good 
profit and dividend statements are coming out puts the cart before the horse. 
Profit statements do not predict the share market; they have been predicted 
by it. There is in retrospect a fair correlation between profits and share prices 
—between the market cycle and the trade cycle. In the pre-war years 
the correlation was well established: in the post-war world it is less marked. 
The bear market on the Stock Exchange from 1947 to 1949 seemed to foretell 
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an industrial recession that barely showed itself (Mr. Ellinger claims that it 
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“> “just did not happen’’). The upward trend of profits was, however, just 
— broken in 1949. Inflation, with devaluation and Korea to help, seemed to 
aan have ironed out the trade cycle. On the other hand, the more serious 
: y business recession of 1952 and early 1953 was preceded by only a minor 
al recession in share markets. 

To find any correlation at all between dividend disbursements and share 
ie, prices in the post-war world seems impossible; that correlation was shaky 
for even before the war. The upward trend of total dividend payments since 
ur the war has been restrained but almost unbroken. 

sell The pattern of post-war markets has nevertheless not been pressed flat by 
ti the steam rollers of full employment and social security. The long cycle in 
al gilt-edged money rates is plainly to be seen. The shorter cycle in equity 
tone prices, much flattened, can still be observed. What might be expected—and 
a CHART III 
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ions the charts seem to show it—is that the whole cycle of industrial shares 

a has been given a tilt upwards. Full employment properly understood should 

a not be synonymous with perpetual inflation, but in practice it does mean 

‘ that the errors in financial policy are always errors of inflation, never of 

a deflation. It is only fair to add, too, that in the last few years heavy capital 

- investment and substantial technical progress have begun to show results, so 

is that an underlying foundation is created for a rise in equities independently 

»d ; oo ; _ - “%, 

; of the inflationary forces as such. In the market for blue-chip industrial 

equities (which alone figure in the Financial Times index) institutional factors 

ie have also played an important part; social security and the shortage of labour 
have between them bred enormous growths in the pension funds, and the 

rs ; ; 

F need of those funds to hedge against inflation has forced them more and 


II more into the market for high-grade equities. 
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The investment cycle persists, for Britain is not an isolated economy, and 
its inflationary full employment is jolted every so often by external dis- 
equilibrium. But the cycles now seemingly lie on an incline, so that the “ bull ”’ 
markets so far have been greatly extended and the “ bear’’ markets fore- 
shortened. It is worth noting that a slight upward tilt—no more than a 
trace—is to be seen running through the sequence of market cycles between 
the wars. Of three main peaks, that of 1928-29 was, according to Moody’s 
share index, higher than that of 1920 and that of 1936-37 was higher still. But 
that uptrend appears to have been no steeper than the growth of productivity. 

Will the post-war pattern continue? History does not always repeat 
itself, but there is as yet no clear reason this time why it should not. Of the 
three forces pulling on share prices the interest factor has turned strongly 
adverse. Confidence, for the moment at least, looks shaken. Profits so far 
as published figures go remain highly favourable, but are no use for prophecy. 
It is surely difficult to suppose that industry will pass through the credit 
squeeze with no damage at all to its profitability, and equally difficult to 
suppose that industry is now as vulnerable to such pressures as it was in 
pre-war days. So much of the industrial field now claims to contract out of 
the credit disciplines. Atomics, for example, is now one of the country’s 
biggest industries. Will it be allowed to run short of capital? A growing 
proportion of the country’s total investment potential (using the word invest- 
ment in the sense of the portfolio investment in the market—not of building 
new factories) is now contractual, coming from the insurance companies and 
the pension funds. It can be and is diverted from fixed interest to equities 
and even to some extent switched into non-market securities such as real 
estate, but the flow cannot indefinitely remain dammed up. 





British Banks in Town and Country 


By Geoffrey S. Fletcher 


HE building housing the branch of the Westminster Bank in Chancery 
1 e+ may perhaps be the most extraordinary yet to appear in this sketch- 

book. The fantasy apparent in the drawing is in reality heightened by 
the fact that the building is of glazed faience, that is terra cotta, in what 
appears to be a light brown but is actually yellow with a covering of soot— 
itself apparently pale brown and duck egg blue. It is, moreover, completely 
impossible to say what style of architecture has been employed. The architect, 
whoever he was, at least gave his clients full value for money. His bride’s 
cake erection comprises all the variants of Classical styles. Here are 
arabesques, fluted column piled on column, caryatides, sunken panels and 
elaborate cornices and, for good measure, portraits in relief of celebrated 
Victorians. This gallery includes Tennyson, Bessemer, Brunel and Edison. 
Finally, there are great groups of symbolic statuary, somewhat muscular 
females in flowing drapery and helmets representing personages like Britannia 
and handing out largesse to crouching and presumably less fortunate peoples 
All this is highly entertaining and in fact the whole building can be read off 
as a sort of pictorial Samuel Smiles, an encouragement to succeed in the teeth 
of appalling difficulties. Itisindeed remarkable that builders were found capable 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 
Westminster Bank, Chancery Lane Branch 


out such elaborate detail. Needless to say, in the best Victorian 


tradition, the structure is thoroughly well built, every inch of it. Nor is there 
an inch devoid of ornament. The building was originally built for the Birk- 


beck Bank, 


founded in 1851; its name appears in faded characters in the 


tower above the entrance. Dr. Birkbeck himself figures among the exterior 


portraits. 
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The New Curve of Gilt-Edged Yields 


HE upheavals that have afflicted the gilt-edged market in the past ten 

months or so have produced a yield structure without precedent for more 

than two decades. The familiar pattern in which yields increase broadly 
with life of stock has disappeared. A higher return is now obtainable on 
National War Bonds 1954-56 than on old Consols, and the spread of yields 
over the whole range has been drastically compressed. Investors are by now 
becoming accustomed to the new order, recognizing it as the natural outcome 
of the (more or less) uninhibited use of flexible money as an instrument of 
restraint. But few of their memories extend back far enough to supply them 
with a basis of comparison with the pattern that obtained in the last phase of 
dear money, the decade before Britain abandoned the gold standard in 1931. 
It is therefore especially pleasing that the leading firm of London investment 
brokers that ten years ago produced its unique chronicle of British Government 
Securities in the Twentieth Century has recently made available a second 
supplement to the second edition of that remarkable work, published in 1950, 
and has included in it a bird’s-eye picture of the yield curve in mid-1955 in 
comparison with that obtaining at five selected dates in the previous thirty-five 
vears. The indebtedness to this firm of every operator in the gilt-edged market 
—to say nothing of the analyst—is large enough by reason of its invaluable 
daily service; but that debt is extended far into the irredeemable brackets 
by these periodic extensions of this statistical “ bible ’’ of the market, which is 
sumptuously produced and arranged with an ingenuity that facilitates appraisal 
of the detailed changes in this most intricate structure. The rules of the Stock 
Exchange require that the compiler of this monumental work shall remain 
anonymous. It has to be added, too, that, since the work Is privately distributed 
and not for sale, the circulation has to be strictly limited. 

This article can do no more than observe the highlights of this latest chapter 
in the story of Britain’s national debt. The original full survey, covering the 
first half of the present century, was reviewed in some detail in an article in 
THE BANKER five years ago,* on the occasion of the massive second edition. 
Attention deserves now to be focused first on the portrayal of comparative 
yield structures and secondly on the changing trend of the life-composition of 
the debt. It need hardly be said that the 255 foolscap pages of tables, notes and 
charts that cover the years 1950-54 lend themselves to innumerable other 
revealing studies. 

The first lesson immediately apparent from the plotting of the yield curve 
over the years is that what had come to be regarded, over the past twenty-three 
years, as the ‘“‘ normal ”’ pattern of yields is, in fact, a pattern quite specific 
to the period of cheap money. The first curve to show the symmetrical pattern 
of yields ascending more or less steadily with lives was that for 1932, when 
the cheap money policy was launched with the conversion of the 5 per cent. 
War Loan. This was the familiar pattern of recent years, but it was not, it is 





* “ Gilt-edged through Fifty Years ’’, in the issue of August, 1950. 
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interesting to recall, the pattern of the Daltonian heyday of ultra-cheap 
money; then the Chancellor's goal was so extravagantly pursued by the 
authorities’ readiness to create credit as to have the effect of making even the 
longest securities, as well as the shorts and mediums, virtually “‘ cash ”’ obliga- 
tions, so that their yields tended to equality, and only the very shortest bonds 
came within the reach of the further downward pull exerted upon vields by the 
low level of rates enforced on floating debt. 

The so-called “‘ normal’’ pattern of cheap money yields asserted itself 
after the war only when, though money market rates remained arbitrarily 
low, the authorities ceased to try to pull against the tide by giving arbitrary 
support to the gilt-edged market proper. And, even then, the symmetry of 
the pattern was often broken, at the longer end of the scale, by investors’ 
anxiety—after the pain suffered in the post-Daltonian collapse—to secure a 
‘date '’, so that long-dated stocks frequently commanded a premium over 
irredeemables. But, aside from this, the more or less consistently smooth 
ascent of yields throughout the range was made possible only because of the 
arbitrary pegging of the very shortest rates, and the deliberate setting aside of 
the Bank rate mechanism. When Bank rate first rose in 1951, the long familiar 





TABLE I 
YIELD CURVE IN DEAR MONEY AND CHEAP 
(per cent.) 
Spread of gross redemption 


vields (to latest date) for End of year 1054 1955 
stocks with latest maturity 1920 1925 1950 end-Julv Sept. 9 
dates of 

O-5 vears* .. re -» 6.03-7.25 4.05-5. 30 I.53-2.03 I. 5§8-2.71 4.20—-4.354 
5-15 6.25-7.10 4.97-4.99 2. I1I-—3.00 2.0I-—}3. 30 5.07-5.25 
15-25 _,, fu 60.39-0. §2 $.55-5.06 2.95-3. 26 3. 33-3.72 1.94-5.00 
Over 25 vears dia .. 5.98—0.40 4.76f 3. 20-3. 360 3.45-—3.70 }.01-4.94 
[Irredeemables - .. 5-53-5-90 $.55-4.57 3.51-3.73 3.607-4.11 $.50-4.35 
Bank rate .. - 7 7 5 2 3 4! 
Treasury bill rate... - 63 43 . I ¥ 4% 

* Excluding ks with le han three months to run 

xciuding stocks with iess than three months to run. 


* One stock only. 


pattern, though much changed, was not, however, utterly shattered—because 
at the outset money market rates rose only slightly, and even when Bank 
rate went to 4 per cent. In 1g52 money rates were still held tar below it (the 
Treasury bill rate then pivoted around 2% per cent.).. Short money rates, even 
then, were arbitrarily low. It is only in the past ten months or so that the full 
and rational adjustment of money rates has been allowed to take place, as 
the means of bringing the Bank rate mechanism and the credit squeeze into 
active operation—in a fashion in which they were never operated in 1951-52. 

Thus it.is that the parallels of the present vield pattern in gilt-edged have 
to be sought in the patterns to be found before 1932. A very similar pattern 
to the current “ straight-line ’’ throughout the range of maturities obtained, 
for example, at end-1925; whilst in the special circumstances of exceptionally 
dear money—in 1920 and 1931—the yield curve actually sloped in the direction 
opposite to that regarded as normal in the long phase of cheap money. At 
end-1g20, when Bank rate stood at 7 per cent., the redemption yields on short- 
dated stocks were as much as 1} per cent. above those obtainable from long- 
dated; in 1931 the differential was in the same direction, but slightly smaller. 
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A summary of the yield structure obtaining at the end of 1920, 1925 and 
1950, at mid-1954 and last month is displayed in Table I. This demonstrates 
the once-familiar but now largely forgotten fact that in conditions of fully 
flexible money the shape of the curve (as distinct from the absolute level of 
rates) may vary substantially from time to time, but that the variations do 
follow an approximate pattern. 

The higher the absolute level of rates, the greater does the margin of short- 
term yields over long tend to be. It is notable that the absolute level of rates 
—including Bank rate—was very close in 1925 to that obtaining to-day. 
The close correlation between the absolute level of rates and the rate pattern 
reflects the fact that the higher the level of rates the greater is the anticipation 
of a subsequent fall. Investors who are not obliged to keep very liquid are 
then preferring a moderate (but probably above-average) return assured for the 
medium or long term to very high returns for the short term; and, of course, 
they are looking to the prospect of capital appreciation. The drastic change in 
the pattern in the recent past does not mean, however, that something like the 
“cheap money ” pattern can never occur in conditions of flexible monetary 
policy. When confidence in sterling is restored and the balance of payments 
is no longer in danger, short money rates will fall again and the whole market 
will rise; yields on the shortest bonds will then come into relationship with the 
new level of money rates, and when the economic weather later worsens again, 
those short bonds may be expected at some time or other to reflect the pre- 
cautionary efforts of investors to move closer to the shore. At that point, 
before any major new rise in money rates, the yields on the shorts would be 
likely to be lower than those on the mediums and longs, because of their 
greater susceptibility to capital depreciation. 

Whilst the structure of yields has recently moved close to that obtaining 
in earlier phases of dear money, the trend in the structure of the debt itself 
is showing no such conformity. The most striking trend in the life-structure 
of the debt in the past five years, as Table II shows, is the upsurge in the 
proportion of maturities of five to fifteen years life (classified by latest redemp- 
tion date). This trend has become especially marked in the past year or so; 
by mid-September, outstanding stocks in this class totalled £5,841 millions— 
more than three and a half times as much as at end-March, 1950, and accounting 
for 21 per cent. of the total debt (including floating debt and all other unquoted 
debt, but excluding guaranteed stock), compared with 6.2 per cent. five and a 
half years before. In the twenties, in contrast, the proportion of the national 
debt in the medium-dated stocks was fairly steadily reduced from the tem- 
porarily high level reached towards the end of the first war; by end-1924 the 
proportion was down to 4.4 per cent. The shortening of the life of that large slice 
of medium-dated stock was not accompanied by any large new medium-dated 
issue. At the end of 1930 the proportion of 5-15-year stocks still stood at the 
4.4 per cent. that had been attained by 1924 (compared with 14.5 per cent. at the 
end of 1919), while that of short-dated stocks (excluding floating debt) was down 
to 7.0 per cent. (compared with 13.4 per cent.), in consequence of the vigorous 
funding policy that marked the whole period. 

No such progressive lengthening of the debt has taken place in the decade 
following the second world war. The proportion of short-dated and medium- 
dated (5-15 years) securities together fell from 48 per cent. in March, 1945, to 
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162 per cent. in 1950; but in the past five years that trend has been reversed ; 
the proportion has doubled, to one third of total debt. A big influence in this 
latest period has, however, been the funding of floating debt—reduced by £1,000 
millions from over £6,000 millions by the compulsory funding of Treasury bills 
in 1951 alone. The floating debt has now risen to £5,700 millions, but still 
represents only 20.6 per cent. of the total debt, compared with 21.9 per cent. 
at end-March, 1951, and the peak of 27.2 per cent. at end-March, 1946. 

The growing proportion of debt in the short and medium maturities, 
however, is not wholly accounted for by the new funding stocks. The proportion 
of stocks of over twenty-five years’ life and irredeemables taken together fell 
on balance from 20.1 per cent. in 1950 to 16.8 per cent. in 1954; this was 
mainly attributable to the switch of over £1,000 millions of Savings Bonds 
1965-75 into the 15-25-year group during 1950; but by 1954 the proportion 


TABLE II 
ANALYSIS OF QUOTED NATIONAL DEBT, 1950-55* 
(£ millionsf) 


Maximum Life (years) 





0-5? 5-15 15-25 25andover Irredeemable 
March 31: 
1950 .. 2,781 1,608 2,828 1,305 3,886 
10.66 6.16 10.84 5.24 14.90 
I95I .. 2,067 2,921 3,521 331 3,884 
7.88 II.I4 T3-43 I.27 14.81 
1952 .. 3,493 2,489 3,515 380 3,873 
13.33 9-49 13.41 1.45 14.75 
1953 -- 3,658 3,234 2,755 430 3,853 
13.85 12.25 10.44 1.63 14.59 
1954... 3,541 4,020 2,410 710 3,333 
13.13 T4.92 8.93 2.63 I4.2I 
1955 
Sept. 9 . 3,494 5,341 1,540 g6I 3,797 
12.68 27.08 5.68 3-58 13.78 





* Excluding guaranteed stocks. + Percentage figures relate to proportion of total debt, 
including floating debt and other unquoted debt, but excluding guaranteed stocks. 
+ Excludes floating debt. § Approximate. 


at 8.9 per cent., 





of debt in this group too was below its level four years before 
against 10.8 per cent. 

The major factor behind the recent shortening in the average life of the 
debt has been the passage of time; in general, and with the major exception 
of the issue of the 2 per cent. 1958-59 stock in the dramatic Treasury tactics 
in June of last year, new stocks issued since 1952 have been of steadily 
lengthening life. A striking example of this policy was the offer in July of last 
year of conversion of Serial Funding Stock 1954 into a nine- to ten-year stock, 
or into the notorious “ Eternity 34s ’’, the 1999-2004 Funding Stock. But the 
effects of such new issues on the life-structure of the debt have not kept pace 
with those of the shortening life of those massive issues placed as medium-longs 
during the war—notably, the three 3 per cent. Savings Bond issues, amounting 
to some {2,800 millions and redeemable between now and 1975. The shortening 
life of such stocks must continue to be a major, and perhaps dominating, 
influence on the life-structure of the debt for many years to come. 
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World Bank Leads the Way 


T is to-day no cause for surprise that, whilst the interest in the annual 

meeting and report of the International Monetary Fund should centre in 

the Fund’s réle as a forum for discussion of high policy in international 
finance, the searchlight on the World Bank should pick out not strands of 
debate but results of action. The International Bank for Reconstruction and 
Development, to give it its cumbrous full title, has indeed now established itself 
as so significant a force in the world capital market and in the finance of 
economic development that it finds its activities hampered by the very failure 
of the I.M.F.—or, more charitably, of its members—to have achieved the 
goal of removing restrictions on international payments. At the Istanbul 
meeting last month the Bank’s vigorous president, Mr. Eugene Black, spoke 
out publicly against the limitations still imposed by most of the Bank’s members 
save the United States and Canada on the Bank's use of the capital subscribed 
in their own currencies. His plea that “‘ surely the time has come to give the 
Bank effective use of its paid-in capital might have been most appropriately 
addressed to the world’s finance ministers in their capacity as Governors 
of the other twin of Bretton Woods. 

In one sense, of course, it 1s arguable that the degree of the Bank's success 
is itself directly attributable to the continuance of exchange restrictions and 
of other impediments to the free flow of private capital. After all, the underlying 
reason for its establishment was that conditions after the war were likely to be 
at least as unfavourable to large-scale international investment by private 
persons and institutions as they were in the vears that followed the crash of 
1929-31, and much more unfavourable than they were in the ‘twenties (when 
such investment actually over-reached itself). And the strong and growing 
demand for the Bank’s facilities in these past nine years has in fact been attribut- 
able not only to the shortage of private capital that was willing to move inter- 
nationally, but also, in a world of inconvertible currencies, especially to the 
shortage of capital available in the particular currencies of which the borrowers 
stood most in need. Yet the really striking—and, for the future, the most 
he ‘artening—achievement of the Bank is that it has not only filled a large part 

the gap that these abnormal conditions have created but has actually 
aula in promoting some small revival of the international use of private 

capital itself. The stimulus afforded to the use or movement of private capital 

has been both direct, through the opportunity provided for participation of 
private funds in the Bank’s own projects, and also indirect, through the 
encouraging influence of the Bank’s successful example. 

The World Bank’s activities in this first postwar decade have thus had.a 
twofold significance. Its first achievement lies in the field of actual develop- 
ment financed or promoted, measured in terms of power stations and irrigation 
works, railways and timber mills. Secondly, and superimposed upon the first, 
there has been its influence upon the world capital market as such, by its 
mobilization of private capital funds for international use or its encouragement 
to them to move on their own account, and thereby to give rise to further 
creation of real capital assets in the borrowing countries. 


~ 





al 
in 


of 
id 
lf 
of 
re 
1e 
ul 
ce 


a ee 








WORLD BANK LEADS THE WAY 231 











The first achievement, measured in terms of finance provided, is summarized 
in Table I. The grand total of development loans made by the Bank by June 30, 
1955, had reached $1,777 millions; in addition, it had in 1947 made four loans 
to a total of nearly $500 millions to finance reconstruction in Europe. The 
pace of the Bank’s activities quickened quite markedly in 1954; in its latest 
financial year it made 20 loans to a total equivalent to $410 millions, compared 
with 26 loans totalling $324 millions in 1953-54. Since end-June there has 
been no slackening; in July and August alone the Bank lent the equivalent of 
$100 millions. The loans have been spread over a large number of countries. 
The sterling area has received a generous share—27 per cent., a slightly higher 
proportion than is constituted by the sterling area’s subscription to the Bank’s 
capital. The Bank has lent a total of nearly $260 millions to Australia, and 
important loans have also been made recently to India and Pakistan in con- 
junction with the Commonwealth Development Finance Company and the 
Eastern exchange banks, and to East Africa, South Africa, Rhodesia and 





TABLE I 
WORLD BANK LOANS, 1050-55 
($ millions; ztalic figures denote percentage of total loans) 


Total 
1950-51 1951-52 1952-53 1953-54 1954-55 1947-55* 

Europe .. - 28 121 35 50 149 432 
9.4 40.5 19.6 15.4 36.4 24.3 
W. Hemisphere. . 85 79 29 99 123 579 
28.6 26.4 16.2 30.5 30.0 32.6 
Asia 25 31 51 54 59 275 
8.4 10.4 28.5 16.7 14.4 15.5 
Africa 59 68 14 68 24 232 
19.9 22.7 7.8 21.0 5.9 13.1 
Australasia - 100 — 50 54 55 259 
33-7 27.9 16.7 13.4 14.6 
Total... ea 297 299 179 324 410 1,777 


* Development loans only; excludes $497 millions of Reconstruction Loans made in Europe 
in 1947. 

Ceylon. New Zealand is not a member of the Bank and is thus ineligible to 
receive its loans. 

In its early years the Bank was widely accused of charging unduly high 
rates on its loans. Less is heard of such criticisms to-day—partly perhaps 
because the Bank’s lending rates have not risen to the extent of the general 
increase that has taken place in the past five years or so in the world’s capital 
markets. The Bank’s normal rate to-day for a twenty- to twenty-five-year 
loan is 48-42 per cent. This includes its commission charge of I per cent. levied 
to supplement reserves; the Bank had the option of raising, lowering or 
abolishing this charge at the end of its tenth year (i.e. next June), but it has 
in fact decided against any change. 

By far the greater part of the Bank’s lendings have been used to finance 
basic services: power and transport projects alone continue to account for 
two-thirds of the total. Direct loans to industry have accounted for only 
about one-eighth of the Bank’s “‘ post-reconstruction ” lending—that is, of 
the loans granted since 1947. This emphasis upon basic services has been 
due partly to the relatively small scale of many industrial projects in backward 
countries, which may make the domestic governments reluctant to grant the 





guarantee that the World Bank is required by its articles to demand of all its 
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borrowers. This difficulty inherent in the Bank’s constitution will be circum- 
vented by the establishment—under the sponsorship of the Bank, but actually 
as an independent organism—of the International Finance Corporation. It 
is hoped that this institution will start business early in 1956.* It is specifically 
designed to invest in private productive undertakings without the support of 
any governmental guarantee; and its freedom of action to this end will be 
furthered by its ability to purchase shares carrying participation rights in 
profits and convertible, on resale, into equities (though the corporation is not 
itself authorized to invest in equities). t 

The World Bank’s concentration on the finance of public utilities has not, 
however, been solely a consequence of the limitations upon its functions. It 
has recognized that the obstacles to the growth of industry in undeveloped 
countries ordinarily lie primarily in the insufficiency of basic services; and that 
it is in the establishment of this fundamental basis for industry that the Bank 
can best fulfil its task of supplementing and encouraging investment by private 
capital. It is interesting to reflect that this emphasis is broadly the same as that 
obtaining in the great period of private international investment in the nine- 
teenth and early twentieth centuries; by far the greater part of that investment 


TABLE II 
SOURCES OF WORLD BANK FINANCE 
($ millions) 


Total 
1950-51 1951-52 1952-53 1053-54 1954-55 1947-55 
Funds made available from 
Capital subscriptions* .. me ‘a 11 68 38 33 43 942 
Sales of bonds .. og ba a = 175 57 220 75 852 
Repayments and prepayments. . : . 123 139 
Sales of loans and participations sf 3 19 - 35 { 97 200 
Operations r . a in 15 16 18 21 30 129 
Gross available funds - i 274 133 310 368 2,262 


* Amount of capital subscriptions taken up by the Bank in each year. 


went—either directly or indirectly, through the purchase of government 
securities—to finance railways, ports, other communications and power rather 
than industry itself. 

The World Bank’s contribution to economic development lies not only in 
the finance it extends, but also in the guidance it offers to borrowers on how 
to spend it. The importance of this advisory function should not be under- 
estimated. The Bank reports that its consultations with would-be borrowers, 
at times leading to full-scale economic surveys by the Bank’s experts, have 
often resulted in the extension of loans for quite different projects from those 
originally proposed. The Bank thus lends economic and industrial experience 
as well as capital. This year the Bank made a further extension of its advisory 
services: it established in Washington a permanent Economic Development 








* The corporation will come into being when it has been ratified by a minimum of 30 countries 
who together subscribe at least $75 millions (of the corporation’s total capital of $100 millions) ; 
the necessary legislation has already been passed by the United States and the United Kingdom, 
the two largest stockholders, with subscriptions of $35.2 millions and $14.4 millions respectively 

+t Another international investment corporation that is expected to begin operations in 1956 
is the Development and Resources Corporation of New York. This is a wholly private institution, 
founded recently by Lazard Fréres & Co. and Mr. David Lilienthal, the distinguished former 
head of the Tennessee Valley Authority. The capital of the corporation has not yet been 
announced. 
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Institute at which senior officials from the less developed countries and Bank 
officials will participate in an exchange of experience in six-monthly courses. 
Professor A. K. Cairncross, of Glasgow University, has been appointed director 
of the institute. ‘““ The Bank’s experience with problems of economic develop- 
ment ’’, states its latest report, ‘‘ has convinced it that the greatest obstacles 
are not financial, but a lack of experience in planning, administration and 
management ’’. Its patient determination to ensure that development proceeds 
on the soundest lines has been amply rewarded: the Bank has yet to experience 
a single default. 

The extent to which the finance made available by the Bank has stemmed 
from private sources is seldom appreciated. It is demonstrated in Table II. 
It will be seen that of the total of $2,262 millions available for lending in the 
past eight years, nearly one-half has been subscribed by private investors— 
$852 millions through sales of the Bank’s bonds in the world’s leading capital 
markets, and $200 millions through direct participations by private institutions 
in the Bank’s loans or through subsequent sales of securities from its portfolios. 
Sales of parts of the Bank’s loans realized no less than $97 millions in its latest 
year, or nearly as much as the sales made in all previous years together. 
Most of these securities were taken up by private banks and other financial 
institutions in the United States, but growing interest has been shown recently 
by European institutions. The private investors generally prefer to take up 
the shorter maturities, but in the past year the Bank reports a growing demand 
for obligations of more than five and even ten years’ maturity. 


THE BANK AND THE MARKET 


The Bank’s resources in this past year were very considerably boosted by 
repayments of earlier loans—to a total of $139 millions. Of this, no less than 
$103 millions consisted of prepayments made by the Netherlands on its 1947 
reconstruction loans. The Bank accordingly found it necessary to borrow only 
$75 millions by new issues of its own bonds, whereas in 1953-54 it had borrowed 
$220 millions. In this latest year the whole of the borrowing was arranged 
outside the United States. Investors in twenty-three countries took up a 
unique offering of $50 millions in dollar bonds—unique in that this dollar 
issue was placed wholly outside the United States; and smaller issues were 
placed in guilders, sterling and Canadian dollars in the respective capital 
markets. The Bank also linked two loans to Belgium and Norway of $20 
millions and $25 millions respectively with public issues of bonds by those 
countries in the United States; both issues were over-subscribed. 

With the aid of this private finance, the Bank has been able to increase its 
lendings in recent years while making only small calls on its original and 
underlying source of finance, the capital subscriptions of its member govern- 
ments. The increasing réle of the private investor is certainly to the Bank’s 
liking; but, understandably, it is reluctant to be forced into undue dependence 
and to lose its freedom of action. Hence Mr. Black’s plea at Istanbul. By 
end- June the portion of the Bank's paid-up capital still uncommitted to loans 
consisted almost entirely of funds that it found difficult “ to reach and use ”’. 

Under the Bank's articles, all members immediately paid up 2 per cent. 
of their capital subscriptions in gold or dollars; but the remaining 18 per cent. 
of subscriptions called (80 per cent. of capital takes the form of a contingency 
reserve) was paid up in the members’ own currencies, and can be used only with 
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the consent of and in the manner agreed by the particular member. The “ 18 
per cent.’’ of the United States and Canada, amounting to $630 millions, has 
now been almost entirely committed; but of the remaining local currency 
subscriptions, amounting to just short of $1,000 millions, the Bank has been 
able to allocate less than $140 millions. Of this, the equivalent of $43 millions 
was made available in the year 1954-55, some $11 millions of it by the United 
Kingdom. In 1953 Britain made £60 millions available for loans to the Common- 
wealth by 1950, and it had earlier released £5 millions of its £85 millions 
sterling subscription; but it has made the use of these funds conditional 
upon their expenditure within the sterling area. That is apparently why the 
Bank has so far availed itself of only a small portion of the “ release’’. Mr. 
Black attempted at Istanbul to induce European countries to agree at least to 
permit the use of their currencies for spending anywhere within the European 
Payments Union; but Mr. Butler made plain that Britain for its part could 
contemplate no such extension of transferability for the time being. 

The partial liberalization of European subscriptions advocated by Mr. Black 
would be likely to strengthen the recent tendency for more of the Bank’s loans 
to be made in European currency. This tendency plainly reflects the increasing 
competitiveness of European goods with those of the United States. Even as 
late as 1950-51 the proportion of the Bank's loans spent in the United States 
was as high as 72 per cent., and the proportion spent in Europe only II per cent. 
By 1954-55 Europe's share had shot up to nearly 49 per cent. and that of the 
United States had fallen to 47 per cent. The heavy demand for European 
currencies in this latest year was in part attributable to the unprecedentedly 
large concentration of the Bank’s loans in Europe itself. Special interest 
attaches to a loan to the equivalent of $70 millions granted to Italy and to 
two loans to a total value of $22 millions granted to Austria. These loans, all 
of which are being taken up mainly in European currencies, were tied to specific 
projects only in form, in order to satisfy the requirements laid down in the 
Bank's articles. The granting of general development loans displays a welcome 
readiness to adapt its operations to the varying needs of its borrowers. 

Though flexibilities such as this may lead to further innovations of procedure, 
the main lines of the Bank’s activities in the immediately foreseeable future are 
not likely to diverge radically from the pattern that has been shaping in recent 
years. But, on a really long view, the crown of its success would, paradoxically, 
be the achievement of a condition in which its activities, so far from showing 
still further and many-sided expansion, could justifiably be circumscribed. 
The Bank is not likely to forget that the ultimate goal is for its finance to be 
mainly reserved for projects too large or too long-maturing for private finance 
to shoulder, in the knowledge that in most other spheres private enterprise 
and private flows of capital will have sufficiently taken up the running. At 
present, when large areas of the international capital market still lie deep 
beneath the tangled growths that started their gross sproutings in the ‘thirties, 
such an aim appears as no more than a pipe-dream. But some quite recent 
tendencies in private international finance, and especially the possibilities that 
are brought into view by the International Finance Corporation, suggest that 
an increasing flow of private funds may penetrate through the tangle. The 
World Bank itself has indeed been showing them the way—partly by cutting 
away some of the overgrowth, and partly by giving them the confidence that 
the effort of penetration may be worth while. 
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Japan’s Economic Problem 


The delicate and long-drawn-out negotiations on a new sterling trade and 
payments agreement now proceeding in Tokio take place against a background 
of sharp vicissitudes in the Japanese economy that is unfamiliar to many people 
in Britain. In this detailed survey, Mr. Masao Nitanti, resident director and 
London manager of the Fuji Bank, traces the major trends in Japan's economy 
before and since the war. He argues that the country’s new-found flush of 
sterling should form the basis of a re-ortentation of trade towards the sterling 
area that 1s necessitated by the loss of traditional markets.—ED. 


By Masao Nitani 


HE striking recovery achieved in the past year in Japan's trading balance 

and exchange reserves has at long last laid a foundation for the sound 

expansion of its post-war economy; and, if sustained, it may in time clear 
the way for the tackling of the formidable domestic difficulties. One facet 
of the recovery is the dramatic swing round in the past year or so in Japan’s 
payments balance with the sterling area. At the time of writing, negotiations 
aimed to establish a new trade and payments agreement with the United 
Kingdom have been resumed in Tokio. Considerable emphasis has been laid 
in these discussions on the level of Japan's sterling balances, which now 
total around {100 millions. Britain is naturally anxious to encourage a 
higher rate of sterling spending by Japan, to effect a reduction in those balances. 

But just because of Japan’s fundamental need to increase its sterling 
trade in order to reduce its present high dependence on the United States 
and other dollar countries, many responsible Japanese officials and business- 
men do not in fact regard the present level of the country’s sterling balances 
as excessive. They recall that it is but two short years since Japan experi- 
enced a shortage of sterling so acute as to necessitate special expedients such 
as drawings from the International Monetary Fund and short-term dollar 
swaps. They emphasize, too, that if Japan is to achieve the necessary 
re-orientation of trade, it may be advantageous to hold the major portion of 
the country’s reserves of foreign exchange in sterling; that, indeed, was the 
practice before the war, when Japan was actually rated a member of the 
sterling bloc. 

The trade and payments problems facing Japan to-day cannot be adequately 
understood without appreciation of the nature of the country’s economy and 
of the changes wrought in it by the war and its aftermath. The concentrated 
efforts that have been made recently to set the Japanese economy to rights 
have constituted a worthy recognition of the supreme importance to the 
country of foreign trade. But the favourable balance that has now been 
achieved is no guarantee of lasting prosperity or even of stability: for Japan’s 
underlying problems of over-population and scarcity of land, resources and 
capital present a continuing threat that chronic external deficit may recur. 

Until a century ago Japan was an isolated and closed country. Through- 
out its long history it had maintained its independence only by the most 
strenuous efforts, twice driving back invasions by China. But when in the 
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middle of the nineteenth century Japan opened its door to Western civilization, 
it endeavoured to follow and to adopt the mode of life and economy of the 
West. After half a century of struggle against a poor and predominantly 
agricultural existence, Japan was provided by the demands of the First World 
War with an opportunity to enlarge the field of its industry and its exports. 
This period can be said to have marked the advent of Japan as a serious 
power in world trade. Thereafter, however, the disaster of the 1923 earth- 
quake followed by the post-war recession robbed the country of much of the 
wealth accumulated during the war years; and to overcome these difficulties 
Japan incurred international debts on a heavy scale. 

By the time that Japan had recovered from its shattering natural disaster, 
world trade was already in the morass of the depression. That was a major 
factor forcing Japan to concentrate its exporting efforts primarily in Asian 
markets. The pattern of Japan’s imports and exports in the years 1934-36 
—the period least disturbed by military activities—is set out in Table I. 
The concentration of Japan’s trade upon neighbouring countries was, of 
course, greatly influenced by the fact that Manchuria, Formosa and Korea 


TABLE I 
PATTERN OF JAPAN’S FOREIGN TRADE—PREWAR (1934-36) 
% of Total % of Total 
Japanese Japanese 
Exports Chief Items Imports Chief Items 
Taken Supplied 
China 7 18 Textiles, miscellaneous II Rice, soya beans, 
and capital goods iron ore and coal! 
Korea ‘% 17 Ditto 14 Rice 
U.S.A. - 16 Silk and tea 25 Cotton, oil and 
capital goods 
India. . - 10 Textiles and miscel- 10 Cotton 
laneous goods 
Formosa a 7 Textiles and capital 10 Rice and sugar 


goods 
formed part of its political possessions. The most important “ foreign ”’ 
trading partner in this period was the United States, and even this trade was 
on the decline. 

The Second World War cost Japan as dearly as any country. Four-fifths 
of its shipping was lost, one-third of its industrial machinery was either de- 
stroyed or otherwise utilized, and one-quarter of its buildings was destroyed. 
The total losses according to certain estimates reached $11.8 billions. To 
these material hardships was added the spiritual confusion of a defeated 
nation. In pre-war days morals, honesty, respect for law, and patriotism 
were well established. These qualities were exploited by the Japanese 
military clique, which by eliminating criticism and opposition and by estab- 
lishing an efficient propaganda machine was able to carry out its policy of 
aggressive war. 

The capitulation of 1945 caused first consternation and then, quickly, 
relief. But for practically the whole of the 1945-48 period the Japanese 
people were overriden by hunger and want. In 1945-46 the Government's 
compulsory rice collection for distribution fell from 4.68 to 2.46 million tons, 
and even by 1947-48 the rice collected was practically 1 million tons lower 
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than in the last year of the war. No policy to govern prices and control 
the allocation by rationing could withstand the chronic excess of demands 
over supplies. The shortages were not confined to rice. All materials were 
extremely scarce, and the scarcity was aggravated by the preference that had 
to be given to the supply of materials and housing for the occupation forces. 
Raging inflation was the inevitable result. 

Japan’s troubles were in part due to its economic isolation from the outside 
world. Geographically, Japan is unfavourably endowed. Three-fifths of its 
terrain is mountainous and quite unsuitable for agricultural purposes; the 
bulk of the agricultural land is confined to small strips on the coast. The 
country’s resources of minerals and ores are fairly extensive in variety, but 
the products are of poor quality. Before and during the war Japan accord- 
ingly obtained a large proportion of its rice, iron ore and coal from China, 
Formosa and Korea. After 1945 these sources were (and still are) closed. 


TABLE II 
PATTERN OF JAPAN’S FOREIGN TRADE—1954 
% of Total °, of Total 
Chief Markets Exports Chief Chief Suppliers Imports Chief 
Taken Items Supplied Items 
. Tie xs ea 17.0 Textiles 3. U.S.A. ‘a 35-3 Cotton 
Preserved foods Machinery 
Wheat 
Rice, Oil 
2. Indonesia 7.4 Textiles 2. Canada 5.1 Wheat 
3. Brazil 4.8 Iron and steel 3. Australia 4.9 Wool 
goods 
4. Hongkong ia 4.7 Textiles 4. Saudi Arabia.. 4.6 Oil 
5. Korea + 4.2 Iron and steel 5. Mexico ic 3.8 Cotton 
goods 
6. Formosa ec 4.1 Ditto 6. Brazil.. Ka 3-1 Cotton 
Wool 
7. Thailand ve 4.0 Textiles and 7. Thailand - 2.9 Rice 
steel 
8. Pakistan - 3-4 Cotton textiles 8. Philippines 2.8 Iron ore 
Machinery 
g. United Kingdom 8.9 Cotton cloth 9g. Burma 2.5 Rice 
10. Argentina es 3.0 Iron and steel 10. Argentina 2.5 Wool 
goods 


Moreover, an acute shortage of fertilisers that had prevailed throughout the 
war period had led to deterioration in the agricultural land. 

The only solution to the economic chaos that existed in 1946 was to step 
up by some means or other the level of internal production. The difficulties 
of rehabilitating the industrial machine were, however, intensified by the 
sudden return of five million people to Japan. The repatriates comprised not 
only military personnel, but also nationals who had resided in Manchuria, 
China, Korea and Formosa. The influx immediately increased the number 
of unemployed, and made the housing shortage still more acute. Many had 
no alternative but to turn to black marketeering as a means of survival. 

The first priorities in the programme of industrial revival were development 
of coal mining, the generation of electricity, and the production of fertilisers 
and iron and steel. These industries were heavily subsidized from public 
funds. In conjunction with the acute shortage of goods, high government 
spending in this and other ways intensified the steep rise in wholesale prices. 
By 1948 these were no less than 52 times as high as in 1945, whilst retail 
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prices between 1945 and 1948 rose by 71 times. The actual cost of living, 
moreover, increased even faster, as resort to the black market was a virtual 
necessity. Nevertheless, industrial production did achieve a marked recovery 
—from a mere 20 per cent. over the 1936 level in 1946 to 70 per cent. by 1948. 

This increase in production was facilitated by the import of raw materials 
under the Aid Fund (which initially was intended for the relief of starvation). 
The people firmly believed that Japan could overcome its poverty and achieve 
industrial recovery provided that its industry could be fed with raw materials. 
Their determination and resourcefulness were evidenced by the fact that 
even in the remote villages some type of crude production of necessary 
garments and utensils from inferior local materials commenced at an early stage. 

Towards the end of 1948, recovery had gone far enough to permit a small 
resumption of exports. The rate of exchange at which an exporter was paid 
varied from commodity to commodity. Further, under the regulations laid 
down by the Occupation Law, payment to the exporter was not made until 
the goods had been accepted as “ satisfactory ’’’ by the foreign importer— 
which meant in practice that goods were sometimes rejected merely because 


TABLE ITI 
JAPAN’S TRADE AND PAYMENTS BALANCE, 1950-54 
(¢ millions) 
1954 
1950 1951 1952 1953 Jan.-June July-Dec. 
Exports és a ve 270 403 4600 413 253 295 
Imports - i ” 231 610 613 750 405 296 
Merchandise balance... — 45 ~ 153 ~— 153 ~ 337 — 152 — tI 
‘“‘ Invisible ’’ receipts - &4 337 339 344 131 146 
of which ee eg mene 
Special procurement ... 27 127 148 155 96 
tain. 
‘Invisible’ payments... II 66 73 76 43 46 
Current payments 
balance - .. +118 -118 +113 — 69 - 63. + 98 


the market had turned unfavourable. It can be readily appreciated that this 
policy severely handicapped the restoration of the country’s export trade. 

The system of multiple exchange rates was abolished in 1949, and the 
present rate of 360 yen to the dollar was established. The economy was 
partially freed from controls, and emphasis was placed on curbing inflation 
and restoring internal stability. These steps were taken on the advice of 
Mr. J. M. Dodge, president of the Detroit Bank and now a personal adviser 
to President Eisenhower. Mr. Dodge was appointed by the United States 
with ministerial status to help the economy to stand on its own feet. His 
policy tended towards a liberalization of regulations—a policy that was to 
some extent in conflict with that pursued by the Occupation authorities. 

In conjunction with Mr. Dodge’s policy of reducing dependence on the 
United States, American aid was cut. Internally, a deflationary policy was 
pursued. This succeeded in lowering black market prices and reducing the 
expenditure of the central and local governments; but it was too drastic in 
its approach. It dealt a severe blow to all types of enterprise struggling to 
play their part in the country’s recovery. The number of bankruptcies 
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showed a sharp increase, and this naturally had the effect of increasing 
unemployment. 

It was the outbreak of the Korean War in June, 1950, that saved the 
situation—and quickly carried the economy into boom. Japan, as the nearest 
friendly country to Korea, was mobilized for the purpose of assisting the 
United Nations to victory. The country’s dollar earnings rose sharply as a 
result of both military procurement contracts and direct spending by American 
troops. But expenditure of dollars rose also, to pay for increased imports of 
raw materials and capital equipment necessary for the production of the 
supplies demanded by the Allies. Economic policy was not adjusted ade- 
quately to meet the new pressures, and inflation again became rife, to be 
left untackled until 1953. Industrial production did indeed rise—by 36.8 per 
cent. in I95I, again by 10.7 per cent. in 1952, and by 22.7 per cent. in 1953. 
But only a small part of this increased output took the form of con- 
sumer goods, consisting rather of production for export, military use, or 
capital goods for home investment. Accordingly, the fact that wage rates rose 
nearly as fast as output—by 25 per cent. in 1951, 16 per cent. in 1952, and 
13 per cent. in 1953—meant that prices increased correspondingly. This 
naturally had its adverse effect on the country’s exports. The Government’s 
expenditure was moreover increasing, and the total level of the nation’s 
consumption, though low by Western standards, was extravagant in relation 
to Japan’s earning capacity. In the first half of 1953 the adverse balance on 
visible trade was running at an annual rate of no less than {£400 millions; 
and even the record special receipts on invisible account failed to check a 
decline in the reserve. 

By the latter part of 1953 it was realized that a policy of retrenchment 
was again essential; but the policy embarked upon was not logically well 
founded. The allocation of currency for the import of luxury goods was 
reduced by an infinitesimal amount, and the preference formerly given to 
finance for imports was only slightly diminished. The main emphasis of the 
policy was indeed directed to the general tightening up of the supply of internal 
finance; but the actual responsibility for its execution was not clearly defined. 
Central government expenditure was cut only slightly, and this at a late 
stage, whilst that of local governments was left untouched. 

That this lame and irresponsible policy had the desired effect was mainly 
due to the control exercised by the central bank, the Bank of Japan. Japanese 
industry has since the war been financed mainly through the commercial 
banks, which are in turn financed by borrowing from the central bank. 
A tightening up in the policy of the central bank thus quickly exerted a 
restraining influence throughout the economy. 

The method of control adopted by the Bank of Japan was to impose a 
penalty Bank rate on borrowings by commercial banks over and above 
individual limits fixed separately for each individual bank. The penalty rate 
was moreover on a sliding scale that increased as the “‘ excess’ borrowings 
reached various further fixed limits. The penalty rates became effective on 
existing borrowings at the time of the inauguration of the system, and 
maximum permissible borrowings at Bank rate were frequently subjected to 
cuts at short notice. The higher penalty rates were extremely steep, up to 
g3-II per cent. in some cases; and commercial banks were forbidden by law 
to pass such excess charges on to their customers. This system naturally 
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presented difficulties to the commercial banks, which were unable to obtain 
immediate repayment of existing loans. It was at least six months before 
the commercial banks had succeeded in adjusting their lendings to the new 
stringency imposed on them by the central bank. The ensuing squeeze had 
the effect of again increasing the number of bankruptcies, and of unemployed. 

The policy did succeed, however, in effecting a gradual all-round decline 
in prices from February, 1954, onwards; and aided by the buoyancy in the 
world economy obtaining in the second half of the year, Japan’s exports 
increased from £413 millions in 1953 to £547 millions in 1954. The tight 
money policy helped to reduce imports (from £750 millions in 1953 to £700 
millions in 1954), and by the first quarter of 1955 Japan’s visible trade was 
practically balanced. The surplus on invisible transactions made a valuable 
contribution to holdings of foreign exchange, which increased beyond expecta- 
tions. The detailed figures are shown in Tables III, IV and V. 


The increase in exports has been maintained in 1955, particularly for 
exports of metals, chemicals and miscellaneous goods. The factors behind 
the expansion have been diverse. Higher sales of textiles, engines, sewing 
machines and chinaware were fostered mainly by competitive prices; sales of 


TABLE IV 
APAN’S STERLING TRANSACTIONS, 1950-55 
50-5: 

(£ millions) 


1950 195! 1952 1953 1954 1955 
Jan.-June 
(annual rate) 


Receipts from: 
Visible trade ‘a oi 8I 200 213 I12 181 248 
Services, etc. 2 13 16 20 14 I2 
Payments for: 
Visible trade -” - 72 153 190 220 125 I64 
Services, etc. is ‘a 3 8 17 21 25 38 
Net balance ~ es +8 +52 +22 —109 +45 +58 


optical instruments were stimulated mainly by high quality, whilst the large 
increase in shipbuilding is attributable to quick delivery coupled with keen 
price and quality. 

Japan’s external recovery is, however, precariously based. The reduction 
in imports has been achieved primarily by cutting down holdings of raw 
materials; stocks have been falling since the beginning of 1954. External 
balance has, moreover, been achieved at a relatively low level of internal 
demand. Business conditions remain tight, and unemployment has increased 
considerably. In March, 1955, the total was estimated at 800,000; as a 
proportion of the labour force of 42 millions, this may not appear unduly 
large, but in addition it is necessary to add the number of partially unem- 
ployed, which is believed to be several times as large as the statistical figure 
of unemployed. The housing shortage is still acute and it is estimated that 
an additional 2,800,000 houses are needed. These social problems will have 
to be solved gradually; and it is obvious that they cannot be solved without 
the injection of more purchasing power—thus adversely affecting the external 


balance. 
The high level of net receipts on invisible account will also be difficult to 
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sustain in the future. A large portion of the total is made up by military 
procurement contracts placed by the United States and by spending by and 
for U.S. troops in Japan. Receipts from these sources have already fallen 
below the peak levels reached in 1953, and they are likely to drop by a 
further $50-100 millions every year from their 1954 total of $590 millions. 
These losses can probably be only partially offset by the expected increase in 
shipping earnings. And gross outlays on invisible account have been increasing 
year by year. 

Special attention must also be paid to the question of the service of debts 
to foreign countries. Japan must repay national debts on adequate terms. 
The country’s main bonded foreign debts at present outstanding comprise 
$125 millions to the United States; {140 millions to the United Kingdom; 
and Frs. 800 millions to France. Other wartime claims by foreign indi- 
viduals total $200 millions. In addition to these debts, the United States 
requires Japan to repay $645 millions for settlement of American aid. 
Reparation to Burma was agreed at $200 millions to be paid over ten years, 


TABLE V 
RECOVERY IN JAPAN’S RESERVES 


(4 millions) 


End of Year Total Exchange Official Sterling 
or Month Reserves Jalances* 
1950 ea a - eis - 203 19.5 
1951 ea ba oe a - 331 75.5 
IQ52 - = - es a 416 SO.O 
1953 ae ” a ov es 363 27.9 
1954—March - ? ‘a ‘s 302 15.3 

June 4 - ‘4 ia 297 31.8 
September <a ia i 332 40.0 
December .. ‘a - r 402 69.3 
1955—March , os ‘i i 22 87.5 
June = :, a se 433 100T 


* Figures exclude balances of Bank of Japan and foreign exchange 
banks; and they take no account of Japanese usance credits in 
London, which totalled about £45 millions at the middle of 1955. 


Tf Estimate. 


and the Philippines demand $550 millions to be paid over twenty years. 
A claim is also expected from Indonesia. 

To meet all these demands Japan will probably have to make payments 
of more than $200 millions (£71.5 millions) annually for at least fifteen years. 
It is quite unrealistic to expect that such surplus funds can be found each 
vear. Although it is true that the country’s balance of payments has 
improved, the improvement is by no means permanent, for reasons touched 
on above. The reserves moreover still amount to only £433 millions, or £5 
per head. The Japanese people and the Government are economically poor 
in the extreme. It may be said that all they possess is zeal, and productive 
potential. Consequently, serious future problems will arise if Japan cannot 
restrain these foreign claims within the limit that is actually feasible. 

The recent improvement in Japan’s trade has still not restored the country 
to its pre-war place in world trade. Exports in April, 1955, were only just 
over half as large as in 1934-36, and imports four-fifths. Exports comprised 
only 2.2 per cent. of the world total—against 3.7 per cent. before the war— 
and imports 3 per cent., against 3.2 per cent. The ratio of foreign trade to 
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gross national income is only about half its pre-war level. 

In addition to its essential imports of foodstuffs and raw materials, Japan 
is dependent on overseas sources for modern capital goods and industrial 
techniques. These would permit increased home production of foodstuffs 
and the development of some of the unutilized natural resources to replace 
imports. The field in which the need for foreign techniques is the greatest 
is that of nuclear energy and electronics. Contemporary science is rapidly 
revolutionizing industry, but the necessary research and application require 
tremendous capital that only a few countries possess. The less developed 
countries need to buy or borrow new techniques in the same manner as they 
raised bonds and paid interest in the past. 

To what extent are Japan's export prospects threatened by the policies of 
industrialization in neighbouring countries in Asia, traditionally the staple 
markets for Japanese exports of consumer goods ? Japan can in fact play its 
role in the industrialization of other Asiatic countries by the supply of suitable 
capital goods at reasonable prices. Moreover, there is possible scope for the 
manufacture of certain machinery in Japan under licence from Western 
countries, thus co-ordinating the developed technique and abundant skilled 
labour. Capital goods produced in Western countries may actually be too 
advanced and too up to date in their technical operation to be an economic 
proposition to Asiatic countries. It is not possible to develop every branch 
of industry at once, and maintenance and repair of complex machinery could 
involve confusion and loss. The type of machinery most suitable for the needs 
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of Asiatic countries is that which is cheap in price and easy to handle. 

But even if Japan does succeed in supplying a substantial part of the 
capital equipment demanded by its Asian neighbours, it is inconceivable 
that its Asian trade will be restored to its pre-war significance. The extent 
of the re-orientation of Japan’s trade away from Asia towards the West 
may be seen by contrasting the picture shown by Table II with that shown 
by Table I. China, which in 1934-36 took 18 per cent. of Japan’s exports 
and supplied 11 per cent. of its imports, in 1954 took a mere 1.2 per cent. 
of exports and supplied 1.7 per cent. of imports. The decline in trade with 
Korea and Formosa was only slightly less marked. The reduction of trade 
with these countries is, moreover, only in part explicable by the political 
changes that have taken place; it is also a reflection of the changes in these 
countries’ economies—and in particular in the Chinese economy. Trade 
between Japan and mainland Asia no longer lends itself to a relatively simple 
exchange of consumer goods in return for food, fuel and raw materials. 

Japan to-day, in consequence, is far more dependent on Western trade 
than it was before the war. The close political and military links with the 
United States have naturally tended to draw Japan into especially heavy 
dependence on supplies from the dollar area; and Japan’s large special receipts 
of dollars have enabled the United States to increase its sales to the country 
by far more than it has increased its purchases of Japanese goods in its home 
market. For both economic and political reasons Japan would like to reduce 
this dependence, which demands in practice a sizable increase in its sterling trade. 

Considerable progress to this end has been achieved since the conclusion 
of the trade and payments agreement in 1954, which aimed to raise trade 
with the sterling area as a whole to around £200 millions in each direction. 
In the event Japan did succeed in raising its sterling earnings to around that 
figure last year; but its sterling payments actually declined, thus causing the 
impressive recovery of its sterling balances. The Japanese negotiators in the 
current Tokio discussions are certainly anxious to accept Britain’s proposals 
for the achievement of greater balance in Japanese-sterling trade through the 
expansionary route. But they emphasize one difficulty that is not sufficiently 
widely appreciated in Britain. That is, that whilst the trade and payments 
agreement covers Japan’s transactions with the sterling area as a whole, the 
United Kingdom is unable to make any commitments on behalf of the trade 
policy of the overseas sterling countries. 


WIDEN THE STERLING DISCUSSIONS ? 

This means that even if Japan succeeds in adhering closely to the pattern 
of trade planned with Britain, it may still find its sterling account as a whole 
in acute unbalance. For Japan’s trade with overseas sterling countries is in 
fact larger than its trade with Britain alone. With some of the countries 
trade is also heavily one-sided; imports from Australia, for example, reached 
{42 millions in 1954, whilst exports to Australia amounted to only {10 
millions. Extension of the U.K. trade agreement to cover the sterling area 
as a whole would, of course, necessarily demand that the overseas sterling 
countries should be brought into the negotiations. 

This could constitute an important step in the recognition by sterling 
countries of the enhanced réle that Japan must now play in Western trade. 
The basic economic and geographical structure of Japan has made the country 
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perhaps still more dependent on foreign trade than is the United Kingdom; 
and recent political and economic influences have forced it to find alternatives 
toits traditional trading pattern. Britainanda number of other Commonwealth 
countries have invoked the article of the General Agreement on Tariffs and 
Trade that enables them to withhold the extension of most-favoured-nation 
treatment to Japan, notwithstanding their acceptance of Japan’s membership 
of G.A.T.T. But given the adherence to fair trading practices to which Japan 
is pledged under G.A.T.T., fears of Japanese competition seem exaggerated, J} 
especially in the present expansive climate of world trade. It is difficult to 
believe that closer economic ties with Japan would not in the long run involve 
a strengthening in the sterling area itself. 

Japan in any event has to trade where it can. Each year an additional 
million is added to a population already pressing uncomfortably hard on the 
scanty resources of cultivable land. Trade with neighbouring countries is 
hampered by their unbending regimes, which would only too willingly draw 
Japan fully into their orbit, but in practice place great obstacles against the 
conduct of trade on a limited basis. Still greater obstacles to such trade are 
at present imposed by the restrictions on trade with Communist countries, 
now maintained solely at the wish of the United States. By both economic 
and political circumstance, Japan has been literally forced into the Western 
trading club. Yet its older members still occasionally look askance at the 
sight of the newcomer searching deferentially for a seat. 





























_-—- — -_—-- 





were 





Some good reasons 


ESTABLISHED 70 YEARS | VERY STRONG RESERVE POSITION | 














3% INTEREST ON SHARE INVESTMENTS | 


5949, INTEREST on pEposiTs | 


PAID BY THE SOCIETY }-—— 
, “INCE Line | NO DEPRECIATION OF CAPITAL | 


NO FEES GHARGED A EY wien 
wel you 4 should 


recommend a the 7.WESTBOURNE PARK 
: BUILDING SOCIETY 


WESTBOURNE GROVE - LONDON W.2 























to your clients 


ASSETS £25,000,000 RESERVES £1,650,000 





























245 





Denmark under Strain 


By George Soloveytchik 


T is a significant fact that the recent trend towards dearer money began 

in the Scandinavian countries. Reluctantly and belatedly, under the 

pressure of domestic difficulties that they could no longer deny, ignore or 
blame on to anybody else, the Socialist Governments of Denmark, Norway 
and Sweden were forced to reverse their cheap money policies even before 
Britain, the United States and Western Europe tightened their money rates. 
To the Scandinavian Socialists their switch has been particularly galling, as 
they had for years been the most fervent advocates and practitioners of low 
money rates. Cheap money suited their political philosophy and provided 
them with a powerful instrument for the realization of their perennial election 
promises: full employment, cheap housing and a constantly growing pro- 
gramme of social welfare. But now the financial and economic consequences 
have forced the belated adoption of more orthodox monetary policies. 

Significantly enough, in all three countries the central bank governors had 
repeatedly raised their voices against the cheap money policy. Numerous 
warnings emanated also from the leaders of the business community and 
from others who could speak with authority, to the effect that the governments 
of Denmark, Norway and Sweden were manufacturing their own inflation, 
promoting over-consumption and creating unavoidable economic difficulties 
for themselves in the not distant future. This advice long remained unheeded, 
and was indeed invariably met with much resentment. 

But in the summer of 1954 Denmark—and some months later Sweden 
and Norway too—suddenly became painfully aware of the imminence of an 
economic crisis.* This was, indeed, no novel experience, since throughout the 
post-war period all the three countries have repeatedly found themselves 
troubled by inflation and in consequent difficulties in their balances of pay- 
ments. But these difficulties had at no time appeared so stark and so 
ominous as in this latest phase: and the Governments were not blessed, as 
they had been in previous years, by relief from an unexpected source. It 
was quite obvious, moreover, that the difficulties stemmed not from inter- 
national causes but were the direct result of domestic policies. The increased 
consumption that the Governments had striven so hard to create had 
boomeranged with unpleasant force. 

Denmark is intrinsically the poorest and the weakest of the three Scandi- 
navian states. Sweden is enormously wealthy in raw materials, and Norway 
has some important natural riches as well as huge resources of water power. 
Denmark has none of these advantages. Its only raw materials comprise a 
little peat, clay and chalk, and its industries are consequently heavily 
dependent on imports. The country is as flat as a pancake and the soil is 
generally poor. A tremendous investment in fertilizers and in equipment is 





* The conjuncture in Sweden was discussed in an article in THE BANKER for June, 1955, 
and that in Norway in the July issue.—ED. 
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required year in, year out in order to achieve the necessary basis of Den- 
mark’s principal sources of livelihood, namely, agriculture and food production. 

Through skill, hard-work, efficiency and a unique capacity for organization, 
the Danes have succeeded in overcoming the fundamental handicaps of their 
economically unpromising land. An all-embracing co-operative system covers 
every aspect of agricultural activity, catering for the farmers’ purchases and 
sales, production and distribution, scientific research and even finance. 
Through meticulous application, the Danes have learnt to produce a standard 
cow, or standard pig or egg or side of bacon with the same precision with which 
Mr. Ford manufactures an automobile or Mr. Waterman a fountain pen. 
Thus have they achieved an impressive degree of prosperity. They have been 
international merchants and navigators for centuries; their merchant marine 
totalled about a million tons before the war; on the morrow of hostilities 
it was down to less than one half of that, but it has this year passed the 
1} million tons mark. Although this falls short in size of that of Norway 
(over 6 million tons) or Sweden (over 2 million tons), the fleet is second to 





TABLE I 
DANISH BALANCE OF PAYMENTS, 1952-54 

1952 1953 1954 
Millions of Kronor Semi-annual 1st 2nd Ist 2nd 
basis Half Half Half Half 
Exports (f.o.b.) ics - 2,964 3,026 3,185 3,227 3,438 
Imports (c.i.f.) ~- te 3,359 3,384 3,594 3,890 4,237 
Balance of trade - - — 395 — 358 — 409 — 663 — 799 

Invisibles and private capital 

movements (net) .. ‘ 613 477 480 473 656 
Current balance i - +218 +119 + 71 — 190 — 143 
Uo. 2660, otc. .. ia ws 30 58 30 3 2 
Redemption of public debt .. 87 171 102 83 89 
Change in reserves. . - +161 + 6 - 1 — 270 — 230 


none in its quality. It is the remarkably high standards that the Danes 
have set themselves in all their pursuits that have enabled this nation of a 
mere 44 million inhabitants to achieve and to maintain prosperity and influence 
in the modern world. 

For well over half a century the major part of the country can be said 
to have been operating as a highly integrated, streamlined and well managed 
food-producing concern, operating, too, in a number of ancillary trades such 
as meat-packing, fish-canning, beer-brewing, and the distillation of choice 
liqueurs. This concern has one fundamental weakness, namely, its excessive 
dependence on the British market. More than 40 per cent. of all Danish 
exports are sold in the United Kingdom, and there have been times when 
the proportion was as high as 70 per cent. Three-quarters of Denmark’s 
butter exports, 90 per cent. of its exports of bacon, and some 70 per cent. of 
its egg exports are sold to Great Britain. When the prices Britain pays for 
Denmark's food are good and when the prices it charges for the fuel, textiles 
or equipment sold to Denmark in return are likewise reasonable, the Danish 
economy flourishes. When the reverse is true—as, alas, it has now been for 
a long time—the Danish economy automatically finds itself faced with great 
difficulties. 
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Denmark’s recent difficulties have, moreover, been worsened by the policy 
of its traditional second best customer and source of supply, Germany. 
Professor Erhard’s declarations of faith in liberal trade policies have been of 
little benefit to Denmark, which finds German barriers to its food exports 
maintained. Denmark has further made repeated attempts to increase its 
exports to the United States; American advisers urged the Government to 
make a special effort to sell more cheese, but once sales were under way the 
American Cheese Lobby intervened and brought down the protectionist 
barrier under the guise of necessary ‘“‘ defence production’. Yet in the face 
of these difficulties the Danes have achieved an astonishing expansion of their 
exports to America, and also of their sales to American troops outside the 
United States. Industrial exports to the United States increased by nearly 
45 per cent. in 1954; particularly good progress was made in exports of 
machinery, which to the dollar area as a whole rose from Kr. 7 millions in 
1950 to Kr. 23 millions in 1953 and Kr. 34 millions in 1954. 

Denmark’s total exports in 1954 reached Kr. 6,549 millions (£338 millions) ; 
this marked an increase of 6 per cent. over the 1953 level, and brought the 
rise since 1948 to over 140 per cent. Of total exports in 1954, agricultural 
products accounted for Kr. 4,572 millions, or 70 per cent. The industrial 
exports totalling Kr. 1,751 millions were made up mainly of machinery to 
the value of Kr. 691 millions, iron and metals (Kr. 231 millions), chemicals 
(Kr. 230 millions) and textiles and clothing (Kr. 112 millions). 

This fine export achievement has, however, been accompanied by a still 
larger rise in imports. The visible trade gap in 1954 nearly doubled—trising 
from Kr. 780 millions in 1953 to Kr. 1,475 millions. For the first half of 1955 
the gap amounted to Kr. 521 millions; this was slightly less than the excess of 
imports in the first half of 1954, but the deficit is still dangerously large. 

The causes of this deficit are complex and manifold. After a succession of 
outstandingly good harvests—which permitted, among other things, a great 
reduction in imports of fodder—the 1954 harvest was disappointing. There 
was also a slight deterioration in the terms of trade, and a falling off in 1953 
and 1954 in earnings from shipping. Prices paid by Britain continued to be 
below those obtaining both in the world market and in Britain itself. Den- 
mark’s two largest export items, butter and bacon, are tied up under contract 
with the U.K. Ministry of Agriculture and Food. But the Danish farmers 
appreciate the value of these long-term agreements in guaranteeing an outlet for 
the greater part of their produce; the butter agreement alone covers 75 per 
cent. of total butter exports. That is why in the summer of 1954 the farmers’ 
organizations themselves insisted on renewing their long-term contracts even 
though Great Britain would have been quite happy to drop them. Yet many 
Danes continue to complain that British farming is being supported at their 
expense. * 

A further source of strain has been the rise in defence expenditure, arising 
out of Denmark’s membership of N.A.T.O. Before the Second World War 
Denmark had a long tradition of neutrality, and for many generations spent 
very little indeed on armaments. To-day military and civil defence absorbs 
over Kr. 1,000 millions a year, nearly 25 per cent. of the total budget. This 





* Under the new agreement negotiated for the year from October 1 the prices paid to the Danes 
will, however, be inereased when prices on the British market exceed a certain level. 
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expenditure is three times larger than the 1949 expenditure and fourteen 
times that of 1938. Moreover, little of the spending serves to foster Danish 
industry, since Denmark has hardly any defence industries at all. 

But even all these unfavourable factors together do not account fully for 
the present crisis. Its deeper cause is to be found primarily in internal policy. 
From 1950 to 1953 the coalition of Farmers and Conservatives, with Professor 
Thorkil Kristensen as Minister of Finance, managed to build up net foreign 
assets of Kr. 350 millions. When the Socialists returned to power at the end 
of September, 1953, they inherited a healthy economy. The foreign currency 
reserve was not a very large sum in relation to imports, but a much larger one 
than the country had possessed for many years. From October, 1953, a 
downward trend in this reserve set in and, except for a few occasional and 
temporary improvements, the deterioration lasted until the summer of 1955. 
The detailed picture is presented in Table II. 

The depletion of reserves has indeed been caused in part by the Govern- 
ment’s repayments of some of Denmark’s foreign debts; but similar repayments 





TABLE II 
DENMARK’S SHRINKING EXTERNAL RESERVES 
(Kronor millions*) 
NATIONAL BANK OF DENMARK 


Foreign Foreign Net Foreign 

End of: Assets f ‘ Liabilitiest Assets 
December 1951 be ‘i 600 580 20 

» 1952 . . 795 433 33 

- 1953 = a 937 Or! 326 
March, 1954 .. Ny 1,008 734 274 
June, 1954 .. - ie 957 934 23 
September, 1954 om “ 782 946 — 164 
December, 1954 - ee 776 948 —172 
March, 1955 .. i oe 693 999 — 306 
June, 1955 .. - ea 634 1,090 — 450 
July, 1955 673 1,098 — 425 


* Kronor 19.34 = £I. 
+ Comprise mainly U.S. dollars. ~ Comprise mainly debt to E.P.U. 


were made by its predecessors. Since 1950, when service of the dollar debt 
was resumed, approximately Kr. 800 millions has been used for the reduction 
of Denmark’s foreign debts. During 1955-56 the Government intends to 
spend Kr. 200 millions for similar purposes, as well as repaying Kr. 75 millions 
to the International Monetary Fund. With the exception of a few municipal 
loans, all arrears on foreign debts have by now been paid off, and in the future 
hardly more than Kr. 100 millions a year will be required for the normal 
instalments due. By 1956 Denmark’s total public consolidated debt to foreign 
countries is expected to be down to Kr. 1,675 millions, or only Kr. 100 millions 
more than before the war. 

The immediate cause of Denmark’s trade and payments crisis was the 
premature anticipation of deflationary pressures. Since the end of the war 
some of the leading Scandinavian Socialists have held to the firm, if erroneous, 
belief that an American slump is inevitable. Their so-called “‘ plans ”’ have 
thus been mainly designed to prevent, or at least to alleviate, the adverse 
impact of the expected American crisis on their economies. The non-existing 
world crisis has been fought most actively of all by the Swedes, who have 
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thereby created an unending series of difficulties of their own. The Danish 
experts in turn came to the conclusion that a serious depression would develop 
in the spring of 1954 and drew up their programme accordingly. 

This programme consisted of reflationary measures that were not in the 
least justified by the real facts of the American, international or domestic 
Danish economies. Substantial schemes of state-subsidized housing were set 
in motion, as well as the construction of schools, hospitals and other public 
buildings for social purposes. Added to the building activities necessitated 
by defence considerations, this resulted in dangerous over-investment. A rise 
in wages greatly augmented purchasing power and consumption, which were 
already being over-stimulated by brimfull employment in building and 
industry. The planners failed to see that the nation’s productive capacity, 
and more especially its earnings of foreign currency through export trade, 
were not adequate to justify the increase of expenditures on such a scale. 

The National Bank of Denmark, which felt the cost of the spending spree 
in the loss of foreign exchange, was very outspoken in its criticisms of the 
Government’s policy; but to little avail. Not until June, 1954, did the 
Government decide to raise the effective re-discount rate, from 4 to 5 per 
cent.; three months later it introduced a few general measures to tighten 
credit. A cut of nearly 25 per cent. in defence spending was proposed and 
accepted. The Minister of Finance, Mr. Viggo Kampmann, seemed to believe 
that maintenance of the budget surplus would be a sufficient further measure 
to arrest continuous over-spending. In his proposals for 1955-56, presented 
to Parliament in November, 1954, he budgeted for a surplus of some Kr. 300 
millions, roughly the same as in the previous year—when it was a demonstrably 
inadequate brake on spending.* 

In January, 1955, the Prime Minister, Hans Hedtoft, died while attending 
a session of the Scandinavian Council in Stockholm. He was succeeded by 
Mr. H. C. Hansen, the Foreign Minister and the universally popular treasurer 
of the Resistance Movement during the war. By then it was quite clear that 
the steps taken in piecemeal fashion during 1954 were quite inadequate to 
restore balance to the economy. So, in March, 1955, after difficult inter-party 
negotiations adroitly conducted by the new Premier, a further series of 
measures was set in motion. This time they were fairly drastic. <A pro- 
gramme was adopted that aims to reduce the nation’s purchasing power by 
some Kr. 900 millions over a period of two years. A purchase tax of 10-15 
per cent. has been imposed at the wholesale level on a variety of goods— 
mainly textiles, leather, plastics, and the like; the tax is estimated to yield 
Kr. 200 millions in the two years. Increased duties have been imposed on 
petrol, coffee (a hard blow to the Danes), tea, entertainment and various 
other items; these are expected to produce in all another Kr. 200 millions. 
An increase in railway fares and postage should contribute another Kr. 25 
millions, while Kr. 35 millions is to be saved by the abolition of the milk 
subsidy—the last of the post-war price subsidies. 

The restrictive measures were carried further. The Rent Control Act 
~ * Tt must be counted to the Government's credit, however, that it reacted to the drain on 
exchange reserves by attempting to reduce internal demand—and by orthodox measures—and 
not by imposing restrictions on imports. Denmark has maintained the liberalization effected 


under the O.E.E.C. programme throughout its exchange crisis; and late last month it announced 
an impressive further liberalization of dollar imports.—Eb. 
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was revised to permit owners of pre-war property and of flats completed 
between 1939 and 1948 to increase rents up to I15 per cent. of the 1939 level 
as from the beginning of August, and further to 124 per cent. of 1939 levels 
in the ensuing two years. State subsidies on new construction are to be 
considerably reduced; the aim is a cut from the level of Kr. 436 millions in 
1953 to Kr. 300 millions by 1957. Finally, as yet another curb, the National 
Bank abolished on May 25, 1955, its special re-discount rate of 4 per cent. 
below the official rate, thus raising the effective penal rate from 5 to 54 per cent. 

It was clear from the start that all these measures would have an adverse 
effect on the official cost-of-living index—on which the semi-annual regulation 
of wages and salaries is based. The index had risen during the course of 1954 
from 376 to 388 (1914100), and in April, 1955, it stood at 393. To prevent an 
almost immediate demand for and acquisition of higher pay, which would, 
of course, automatically defeat the object of the proposed curbs on purchasing 
power, the Government took a step that may be considered unorthodox at 
best—and perhaps under-hand. It allotted special “‘ saving certificates ’’, or 
deferred credits, to taxpayers, redeemable in ten equal annual instalments after 
April, 1962, and rating as a negative item in the cost-of-living index. The 
certificates are reminiscent of Britain’s post-war credits—though the Danish 
certificates do carry a specific redemption pledge. They carry interest at 4} 
per cent., tax free, and on incomes under Kr. 20,000 a year the allotment is 
equivalent to the greater part of the additional taxes. Old-age pensioners and 
large families are to receive some special grants to mitigate the burden of the 
increased cost of living. 

It is too early yet to judge the effects of these measures on the foreign 
trade balance and on the reserves. There do seem to be some indications 
that the restrictive policy is beginning to operate in the right direction; the 
home market has contracted, and producers have been induced to switch to 
export markets. There are some other encouraging factors. The harvest 
prospects are good. Earnings from shipping have increased sharply: the 
index of freights carried by Danish ships, which stood at around 120 in 1953 
(1949=100), jumped to 140 last November, and by July had reached 167. 
This new shipping boom is bringing in plenty of hard currency. So is tourism. 
Visitors from abroad are so numerous that every summer the National Tourist 
Office, under the brilliant leadership of Mogens Lichtenberg, has to find 
accommodation for them in private houses and even in the dressing cubicles 
of Copenhagen’s excellent steam baths. Three new hotels with a total of 
600 beds have recently been opened, but they will hardly meet the pressure 
of the constantly growing number of tourists. In 1954 there were 365,000 
foreign visitors whose total spending was estimated at some Kr. 320 millions. 
This year the figures look even more promising. 

The economic outlook, however, remains uncertain. Nobody really knows 
how the foreign exchange crisis will end. Difficult wage negotiations are due 
next year and they may adversely affect the present efforts to regain equi- 
librium. But the Danes very wisely refuse to spend all their time brooding 
over their financial problems. Night after night the innumerable cafés and 
bars of Copenhagen are filled with people who feel very strongly that worrying 
over their balance of payments difficulties is not their job, but that of the 
Government. That, after all, is what it is there for. 
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Australia’s Hire-Purchase Boom 


The continuing deficit in Australia’s balance of payments—external 
reserves fell by a further {A40 millions in July and August—has at last 
provoked the Federal Government into an attempt to strike at the roots of the 
problem, the buoyancy of internal demand, though further resort to direct cuts 
in imports 1s believed to be imminent. The restrained budget introduced at the 
end of August, and the discussions opened last month by the Government with 
the Commonwealth Bank, the trading banks, finance houses, trade organiza- 
tions and trade umions, are reported on page 257. 

In the following article a contributor analyses the extent, and possibilities 
of control, of the recent rapid expansion of hire purchase, which the Government 
regards as a major source of the boom in domestic demand.—ED. 


By D. C. Rowan 


MELBOURNE, early September. 


T is now common experience that fully employed economies provide a 

fertile field for hire-purchase finance. Not only are money incomes high, 

bringing a wide range of durable consumer goods within the reach of wage- 
earners; equally important, uncertainty about their future level is relatively 
small. In Australia, material living standards are higher than in Britain, and 
refrigerators, washing machines, and even cars are not only considered more 
necessary to the average family but have also, in recent years, been more 
readily obtainable. The scope for hire purchase has accordingly been 
especially great; and the recent rate of expansion has been about as large as 
that experienced in the United Kingdom. Moreover, in the near future a 
special stimulus seems likely to be given by the introduction of television. 
The concern of the Australian authorities with the growth of inflationary 
pressures has inevitably focused considerable attention on the growth of hire 
purchase and the ability of the authorities to control it. 

The rapid rate of expansion of hire-purchase business has naturally 
attracted more institutions into the field. The profits of the larger finance 
companies have been consistently good. They have encouraged the growth 
of small concerns, and have probably contributed to the interest displayed, 
directly or through closely associated companies, by such trading banks as the 
English, Scottish and Australian, the National Bank of Australasia, and the 
Bank of Adelaide. On the stock market the shares of finance companies 
have been buoyant; over a period, for example, in which the Sydney index 
of industrial shares fell by 29 per cent., the shares of finance companies 
recorded a rise of 6 per cent.—a rise unmatched by any other major group. 
The eagerness of the finance companies to increase their funds can be inferred 
from the rates offered, some of which run as high as 4 per cent. for deposits 
at seven days’ notice and 6 per cent. for deposits for twelve months. 

In Australia, as in Britain, the rapid growth of hire purchase has prompted 
many doubts about its effect on the country’s economic stability. But in 
Australia control of hire purchase is not a simple expedient. Only the States 
Governments have any direct powers of control and the Commonwealth Bank 
can make its influence felt only through the trading banks. The monetary 
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authorities have therefore to ask two questions: how far has hire purchase 
grown; and from which sources has the finance been secured. 

The statistical information on the growth of hire purchase in Australia is 
almost as scanty as it is in Britain. There is as yet nothing at all comparable 
with the detailed figures provided in the United States by the Federal Reserve 
System. The figures given in Table I contain an estimated component, 
although they are probably very close to the facts. It will be seen that the 


TABLE I 
ESTIMATED HIRE-PURCHASE DEBT OUTSTANDING IN AUSTRALIA 
Total Debt Increase on Percentage 
End june Outstanding Previous Year Increase 
#A millions 
1950 - - ie 62.0 
I95I = _ ce 52.0 20.0 32 
1952 o° _ _ Q2.0 10.0 I2 
1953 gil “ - 109.2 17.2 19 
1954 e4 a 164.5 55-0 51 
1955 (March) in “ 212.6 63.1 42 


steady and by no means modest expansion that took place between mid-1950 
and mid-1953 was followed by a quite spectacular growth. This is known to 
have been sustained during the past year, and had probably brought the 
total of hire-purchase debt by end-June to the order of £A215 millions. The 
total debt thus appears to have doubled since June, 1953. It compares with 
a total in Britain estimated at something over £450 millions—equivalent to 
some {A560 millions. 

To what extent has the rapid growth of hire purchase in Australia added 
to total demand ? Table II shows that, even a year ago, hire-purchase debt 


TABLE II 
HIRE PURCHASE IN THE AUSTRALIAN ECONOMY 


Hire-Purchase Debt as a Percentage of: 
Sales of Hardware, 


National Personal Total Electrical Goods, 
Income Disposable Retail Furniture and 
Income Sales New Motors 
1949-50 2.7 3.1 4.3 19.3 
1950-51 2.0 3.2 4.9 19.0 
1951-52 2. 3-3 4.8 15.9 
1952-53 3.0 3.0 3.0 25.60 
1953-54 4.4 5-1 ..9 33-9 


had reached more than 5 per cent. of personal disposable incomes—against 
around 6} per cent. in the United States and under 3 per cent. in Britain. 
It was equal to fully one-third of total sales of the leading consumer durables 
—hardware, electrical goods, furniture, and new motor cars. 

The impact of hire purchase on the Australian economy is revealed also 
by its share in the provision of new finance. Viewed from this standpoint, the 
role of hire purchase in recent years has been significant indeed. Its increase 
in 1953-54 by £A56 millions was equal to more than half of the increase in 
both bank deposits and bank advances (after allowing for that part of the 
increase accounted for by the finance companies themselves). 

It seems, therefore, that the Australian monetary authorities can scarcely 
afford to disregard the increase in hire-purchase lending as a potential source 
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of inflationary pressure. The pressures generated by hire-purchase spending 
must, moreover, have had a large direct impact on the balance of payments. 
It is estimated, for example, that some 30-35 per cent. of sales of new cars 
are sold by instalments—and the average import content of a new car is put 
at 66 per cent. 

The sharp expansion of hire purchase has taken place in a period in which 
the Commonwealth Bank has been deliberately restraining the hire-purchase 
lending of its own Industrial Finance Department, and viewing with mis- 
givings the expansion in trading bank advances. This suggests that the 
Commonwealth Bank would have liked to restrain hire-purchase expansion 
further but was unable to do so. The wide powers of the Commonwealth 
Bank are limited mainly to control over the trading banks. Whether they 
are sufficient to exercise restraint over hire purchase depends on the sources 
of its finance—that is, on the extent to which the finance is ultimately 
dependent on bank lending. 

The direct participation of the Australian trading banks in hire purchase 
is at present small—notwithstanding the business of the English, Scottish 
and Australian Bank and the Industrial Finance Department of the Common- 


TABLE III 
HOLDERS OF HIRE-PURCHASE DEBT IN AUSTRALIA* 
At June 30 Sept. 
1950 195I 1952 1953 1954 1954 
Per cent. 
Commonwealth Bank “a 23 18 15 15 10 10 
Finance companies: 
Two large companiest oi 28 32 34 32 30 
Others? ei “5 - (28) (29) (30) 32 39 69 
Retailers is (21) (21) (21) (21) (21) (21) 
Total - eal 100 100 100 100 100 100 


* Figures based on estimates in brackets. 
+t Acceptance Guarantee Corporation and Industrial Acceptance Corporation. 
+ Comprises a sample of public finance companies whose balance sheets are available 


for the years 1950 to 1954. 


wealth Bank and the interests of some other banks. The principal holders of 
hire-purchase debt are set out in Table III. Two conclusions stand out. 
First, the share of finance companies and banks taken together has remained 
stable at approximately 80 per cent. of total debt. Secondly, within this 
group there has been a steady decline in the share of the Industrial Finance 
Department. This shift is almost certainly attributable to central bank 
policy, since the department could doubtless compete more strongly if it 
wished to do so. Its charges for most classes of business are well below 
those of its main rivals. The fall in its share in hire-purchase business is, 
therefore, good evidence that the authorities are concerned about the growth 
in hire purchase and, where they are able to do so, are imposing restraint. 

The extent to which the finance companies obtain their finance from the 
banks can best be assessed by examining the balance sheets of those finance 
houses that are public companies. The available data are set out in Table IV. 
They suggest that the dependence of finance companies on advances from the 
banking system is not very great—approximately 25 per cent. of their funds 
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having been derived from this source in recent years. Moreover, there is 
some indication that this proportion may be declining. Too much should 
not be made, however, of the sharp fall between 1950 and 1951, since this 
was largely due to the issue by the giant Industrial Acceptance Corporation 
of more than {A5 millions of debentures to reduce its bank overdraft. 

The extent to which the non-bank sources of hire-purchase finance are 
susceptible to central banking control is limited by the inflexibility of the 
Australian money market. Table IV shows that there has been a steady 
decline in the importance of hire-purchase funds provided by shareholders 
and some increase in short-term and long-term borrowing, by means of the 
acceptance of deposits and the issue of debentures. These funds are keenly 
competitive with the fixed (time) deposits of the trading banks. So far there 
is no indication that the accretion of deposits to the finance houses has 
involved any large-scale shift from the deposits of the trading banks; the 
banks themselves are in fact uncertain about the extent of the competition 


TABLE IV 
CAPITAL STRUCTURE OF AUSTRALIAN FINANCE COMPANIES 
(Sample of 16 companies ; figures relate to end-June each year) 











1950 195! 1952 1953 1954 
£A million 
Ordinary capital.. Ke es 3.5 4.7 5.3 5.3 7.3 
Preference capital 1.1 1.5 1.5 1.5 1.5 
Reserves, etc. 1.5 2.2 3.4 4.6 6.6 
Total shareholders’ funds. % 6.1 8.4 10.2 11.4 15.4 
Per cent. of total liabilities .. 27.0 25.0 25.3 24.8 23.9 
Bank overdrafts .. *s es II.0 8.7 9.3 Il.4 18.1 
Per cent. és - ie 49.1 25.8 23.0 24.7 27.9 
Other borrowing: 
Short-term I.1 2.0 4.3 5.7 7.7 
Per cent. 4.7 6.0 10.6 12.4 II.g 
Long-term a 8.0 9.0 8.2 10.0 
Per cent. —- 23.8 22.3 17.8 15.5 
Other liabilities .. 4.3 6.5 7.6 9.3 13.4 
22.5 33.6 40.3 46.1 64.6 








they are experiencing. Some banks do believe that they have failed to 
obtain deposits that would ordinarily have accrued to them. The interest 
rates offered by the finance companies are a good deal higher than those 
paid by the trading banks, as Table V shows; but the small scale of the shift 
that has taken place is another sign that investors of short-term funds in 
Australia are not very sensitive to rate differentials. 

From the standpoint of central banking control this lack of sensitivity is 
plainly a mixed blessing. It may, in the short run, somewhat reduce the 
rate of hire-purchase expansion. In the longer run, however, it can only 
enhance the difficulties of control of hire purchase by, for example, the raising 
of rates on bank deposits. For there is no reason to suppose that funds 
would move any more easily to the banks than from them. 

This does not imply that it would not be open to the authorities to restrain 
hire-purchase lending by operating upon interest rates in such a way as to 
produce uncertainty in the market, thus discouraging investment of funds for 
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long or even medium periods. This would hit finance companies harder 
than banks, and would tend to shorten the structure of their debt. The 
drawback to using the rate of interest in this way is, of course, that it would 
in the process upset the bond and new issue markets too. This line of 
approach does not appear to be sufficiently selective to secure favour with 
the authorities. Given the relatively small (and possibly declining) reliance 
by the finance houses on bank overdrafts, this suggests that the existing powers 
possessed by the Commonwealth Bank are not sufficient to enforce more 
than quite limited control over the supply of hire-purchase funds. 

There remains the possibility of influencing the demand for hire-purchase 
finance—that is of curtailing the demand for credit facilities on the part of 
consumers themselves. Specific controls on initial deposits and on terms of 
repayment can be imposed only by the States Governments—which are 
reluctant to do so, notwithstanding the recent reversion by some of them to 
the use of price controls. The main weapon available to the federal authorities 
is again the interest rate. It is doubtful whether it would be a very 
effective one. 

There are several reasons why the demand for hire-purchase finance may 
respond as little to market changes in interest rates as does the supply. The 


TABLE V 
DEPOSIT RATES IN AUSTRALIA 
(Per cent.) 
On 3 6 12 24 36 
demand months months months months’ months 
Trading banks .. - — 1} 14 1? 2 2 
Finance companies* “a 17-3 3-34 34-5 4-6 44-7 54-74 


* Spread shows highest and lowest rates offered for deposits or debentures by twelve 
finance companies in April, 1955. 


interest paid by finance companies on borrowed funds represents only a 
small proportion of the interest demanded from the borrower—so that the 
full effect of any increase in interest rates will not be felt by the consumer. 
Secondly, many borrowers are clearly quite ignorant of the true rate of 
interest they are being asked to pay, being concerned only with the magnitude 
of the initial payment and the amount of subsequent instalments. Controls in 
the United States and Britain have in fact operated on the terms rather than 
the cost of hire-purchase facilities. This, too, is the method of regulation 
adopted in the recent New Zealand legislation. 

Hire-purchase finance in Australia, in short, has developed to a stage at 
which stronger powers of control should be in the possession of the authorities; 
for the Commonwealth Bank is likely to find it very difficult to bring about 
restraint within the framework of its existing powers. This conclusion does 
not, let it be noted, rest on the contention that the increase in hire-purchase 
lending has been inflationary in recent years, except in the trivial sense that 
it has added to aggregate demand. In the judgment of the present writer, it 
is only in recent months that internal demand in Australia has grown out of 
hand. The Commonwealth’s post-war tendency to external deficit has been in 
part the result of a conscious policy of industrial development and the reduction 
of external reserves to more reasonable proportions. 
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American Review 


HE Federal Reserve Board’s new policy of “ clear cut ’’ restraint has become 

steadily more effective during the past few weeks. In early September the 

Treasury bill rate continued its steep climb of recent months to beyond 2 per 
cent., and, in line with traditional policy, the readjustment of short-term market 
rates has been followed by another general advance in the rediscount rate—the 
third within the past six months—to 2} per cent. Eleven Reserve Banks have 
now established this level, with only the Boston institution maintaining the rate 
of 2 per cent., to aid the special restoration work in hand following recent hurricane 
damage. The commercial banks’ prime loan rate, however, remains at 3} per cent., 
to which it was raised in August. 

The Reserve System has further continued to keep a tight rein on the credit 
supply through its open market operations. The loan commitments of member 
banks were still rising—those of the weekly reporting members went up by more 
than $600 millions during August and were then $3,300 millions, or 16 per cent., 





American Economic Indicators 











1955 
1952 1953 1954 
May June July Aug 
Production and Business : 
Industrial production (1947-49 = 100) 124 134 125 138 139 140 140 
Gross private investment (billion $).. 49.6 51.4 47.2 = 60.1 — — 
New plant and equipment (billion $).. 260.5 28.4 26.7 — 27.2 — 
Construction (billion $) 33.0 35.3 37.0 42.4 42.0 42.0 41.§ 
Business sales (billion $) - - 46.0 48.4 46.7 51.6 52.2 #£51.9 — 
Business stocks (billion $) ia Ke pe 7, @€.3 7.9 7.3 76.8 Eye 2 — 
Merchandise exports (million §) ,266 1,314 1,256 1,308 . 315 ,267 - 
Merchandise imports (million $) 803 go06 851 966 940 "863 —.- 
Employment and Wages: 
Non-farm employment (million) 54-5 55.6 54-7 55-7 50.3 57.3 58.0 
Unemployment (’ooos) 1,673 1,602 3,230 2,489 2,679 2,471 2,237 
Unemployment as °% labour forc e 2.9 2.5 5.0 3.8 4.0 3.9 %,9 
Hourly earnings (mfg.) ($ $) 1.67 Py 1.81 1.87 1.87 1.88 1.89 
Weekly earnings (mfg.) ($ 67.97 71.69 1.86 76.30 76.11 76.36 77.11 
Prices: 
, High 63 2 8 r\ 
Moody commodity (1931 =100) J 4”. e 44 ( 05 O2 O 
) y (193 at Low 399 389 402 f 397 409 4 409 
Farm products (1947-49 = 100) 107.0 97.0 95.6 91.3 91.8 89.5 88.1 
Industrial (1947-49 = 100) 113.2 114.0 I14.5 115.5 115.6 116.5 117.4 
Consumers’ index (1947-49 = 100) 113.5 114.4 114.8 114.2 114.4 114.7 — 
Credit and Finance: 
sank loans (billion $) 2 64.2 67.6 70.6 73.9 75-7 70.7 - 
3ank investments (billion $) .. 77.5 78.1 85.3 81.6 79.8 80.2 
Bank loans (weekly) (billion $) 23.4 23.4 22.5 22.6 23.5 23.5 24.2 
Consumer credit (billion) 25.8 29.5 30.1 31.6 2.5 32.9 
Treasury bill rate (° as ‘<7 1.93 0.95 1.49 1.43 [.62 1.85 
U.S. Govt. Bonds rate 6s 3.86 2.970 3.08 2.91 2.96 3.02 
Money supply (billion $) _ : 194. 8 200.9 209.7 206.7 207.4 208.2 
Federal cash budget (+ or —) (mill. $) -1,641 -6,153 -—1,060 — 1,871 


above the 1954 level—and the 
Government securities. These 
deterioration in their liquidity, 


from the Reserve System in August were about $750 millions and ‘ 
reserve balances, about $200 millions. 
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The Reserve Board is thus now in a strategic position to enforce whatever 
degree of restraint is necessary in the near future. Its hold on the market is the 
more commanding as the banks’ holdings of cash and short-term Treasury securities 
(maturing within one year) have been about halved in the past two years; and 
they will no doubt be increasingly reluctant to sell longer-term paper at the reduced 
market levels. The Reserve System is, further, now exercising a stronger element 
of ‘‘ qualitative ’’ restraint.’ The scrutiny by its officers of reserve positions and 
loan policies has become decidedly more stringent, and it is understood that some 
discount facilities with the Reserve Banks have been trimmed. As a result of this 
steady pressure, interest rates are generally at their highest levels for more than 
two years. The Treasury bill rate is only one example. In the first week of Sep- 
tember, the average yield on three-year Treasuries was 2.72 per cent., compared 
with a 1955 low point of I.95 per cent. and the vield on ten-year maturities 2.59 
per cent. against 2.92 per cent. 

The present stringency of credit now seems almost certain to persist for the 
remainder of this year. Over this period, loan requirements will be seasonally high, the 
note circulation will be rising, and the Treasury will enter the market for substantial 
amounts of short-term paper in order to finance its seasonal cash deficit. Unless, 
therefore, official credit policy becomes decidedly more aggressive, the “‘ Fed ”’ 
will be obliged to provide some margin through open-market operations. But this 
will be unlikely to be carried far enough to permit any substantial reduction in the 
banks’ indebtedness to the System. 

The seasonal fall in business activity in recent weeks has proved to be unusually 
slight; on its seasonally adjusted basis the Reserve Board's index of production 
was again higher in August at 140, against 139 in July. There has been further 
evidence that the private residential construction boom may be easing; housing 
starts in July were down to an annual rate of about 1,200,000, compared with the 
first six months’ average of 1,355,000. However, consumer demand remains high 
and steel and other metal-using industries are pressed to capacity. Business stocks 
remain relatively low, aside from those of automobiles—for which sales expectations 


are still very high. 





International Banking Review* 


Argentina 
ENERAL PERON was deposed by a military coup in the second half of 
(| month. General Eduardo Lonardi has formally assumed the provisional 


presidency of the republic. 

Agreement was announced in early September on the release of remittances 
on United States investments. It is reported that around $4-5 millions of accumu- 
lated profits will be made available for repatriation. Payment will be made in 
chronological order, starting with the earnings in 1951; there is no indication of the 
arrangements for profit earned prior to that date. 


Australia 


Following talks between the monetary authorities and the trading banks, Dr. 
H. C. Coombs, Governor of the Commonwealth Bank, stated that the banks had 





* Brief editorial discussion of particular items of international banking news appears in ‘“‘A 
Banker's Diary ’’ (pages 205-210 in this issue), 
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been requested to tighten their lending policy in two new directions. They have 
been asked to extend no new finance for large capital expenditures or for imports, 
and to maintain their present restrictions on loans to hire-purchase companies. 
The Prime Minister, Mr. Menzies, has held talks with representatives of hire-purchase 
companies and other financial and economic organizations to discuss methods of 
curbing internal spending. 

The deficit in Australia’s balance of payments in the year ended June 30, 1955, 
reached £A256 millions. [his compared with a surplus of £{A18 millions in 1953-54 
and a surplus of {Ar1gi millions in 1952-53. The total exchange reserves of the 
Commonwealth fell from £A570.0 millions to £A428.3 millions in the year to 
end-June. The drain has continued in recent months; the gold and sterling assets 
of the Commonwealth Bank fell from £A374 millions at end- June to £A327 millions 
in the first week of September. 

In view of the continuing fall in reserves, the Government has applied to the 
International Monetary Fund for a loan of $30 millions. But by late September 
it appeared certain that even this help would not prevent the imposition of new 
import restrictions on October I. 

The Federal Budget for the year to June 30, 1956, made no concessions to tax- 
payers other than the provision of relief to pensioners. Sir Arthur Fadden declared, 
in his Budget statement, that in view of the inflationary pressures on the economy 
—albeit still “‘ mild and incipient ’’—tax cuts would not be in the best interests 
of the country’s economy; and that practically the whole of the prospective surplus 
of {A50 millions would therefore be devoted to financing the capital outlays of the 
States Governments. Final estimates put revenue in 1955-56 at £A1,115 millions 
and expenditure at {A1,066 millions. 


Brazil 


Proposals submitted to the International Monetary Fund for the simplification 
of exchange arrangements envisage the establishment of a single auction for 
import exchange; but it is understood that surcharges varying with the “ essenti- 
ality’ of separate items will be introduced. The proposals also contemplate 
devaluation of the cruzeiro for exports other than those of coffee. 


Burma 


In the Budget statement for 1955-56 the Finance Minister, Mr. U. Tin, asserted 
that, in view of the fall in foreign earnings, the import of consumer goods would 
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continue to be restricted. Import policy would, however, be liberalized as soon as 
export business revived. The Budget increased excise duties on a number of items; 
but the final estimates envisage a deficit on current and capital accounts of Igo 
million kyats in all. It is hoped to cover the gap by borrowing from the World Bank 
and the Union Bank of Burma. 

It has been reported that the decline in foreign exchange earnings caused by 
the loss of rice markets will force the Burmese Government to seek a foreign loan. 
The Government is said, however, to be anxious to obtain the financial assistance 
it needs from “ neutral’’ countries such as Yugoslavia or India to avoid the 
embarrassments that would be felt in accepting a loan from the Western or 
astern blocs. 


Canada 


The Finance Minister, Mr. Harris, has released figures showing that Canada’s 
economic activity has now reached record levels. The gross national product rose 
in the second quarter of 1955 to Can. $25,000 millions, an annual rate g per cent. 
higher than that recorded in 1954. 


Colombia 


An approach has been made to the International Monetary Fund for a credit of 
$30 millions to enable the arrears of payments to be made good. The Colombian 
authorities have in recent months been forced by the fall in exchange reserves to 
reduce payments to other countries by delaying the issue of remittance permits. 
The head of the exchange control organization has stated that the balance of 
payments has shown a tendency to improve in recent months and expressed the 
hope that normal conditions would be re-established by the end of the year. 

Considerable uneasiness has been caused in Colombia by reports that Brazil 
might devalue the cruzeiro and thereby force world coffee prices to a lower level. 
The Colombian Finance Minister claims, however, to have received an assurance 
from the Finance Minister of Brazil that any modification of Brazil’s exchange 
system would be so arranged as to leave Brazil’s position in the world coffee market 
unchanged. 


Denmark 


The fall in external reserves that began in the middle of 1954 has recently been 
reversed. The improvement is due in part to the seasonal expansion in exports, 
but it is also believed to reflect the results of the steps taken by the Government 
to reduce domestic demand. These steps are outlined in an article on page 245. 


Egypt 
A new agreement has been made with Britain establishing more liberal arrange- 
ments for the release of Egypt’s blocked sterling balances. It 1s reported in detail 
on page 210. 


Finland 
Investors have been provided with some protection against changes in the price 
level by a new loan issued by the Finnish Government for a total value of Fmk. 
3,500 millions, redeemable in five annual instalments between 1957 and Ig61. 
Whenever the wholesale price index for September of any year is 5 per cent. above 
its level in September, 1955, the face value of the bonds due for redemption the 
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following February (as well as all interest payments) will be increased by a corre- 
sponding amount. But in the event of the wholesale price index rising to a level 
more than 100 per cent. beyond the 1955 figure, the index-tied scheme will cease 


to apply. 






France 


The Minister of Finance, M. Pflimlin, has declared that France is not faced 
with any inflationary pressure and that the Government does not, therefore, intend 
to follow Britain, the United States and other countries in their moves towards 
dearer money. 

A number of industrial disputes paralyzed the engineering and shipbuilding 
industries in a number of centres last month. A general strike was declared in the 
town of Nantes, where the industrial disputes have led to violent outbreaks. 

In view of the continued improvement in the French balance in the European 
Payments Union, the Government has decided on a further reduction in quantitative 
import restrictions, raising the proportion of liberalized trade to 773} per cent. 

As a further step towards compliance with the O.E.E.C. request for the dis- 
continuance of export incentives, the amount of tax reimbursement granted to 
industry on profits earned from the export of certain products has been reduced. 
Reimbursement will in future be limited to between 24 and 5 per cent., compared 
with 4 to 74 per cent. previously. 

The World Bank has granted a loan equivalent to U.S. $10 millions to finance 
the expansion of electricity supplies in Algeria. The advance is for a period of twenty 
years and carries interest at 4? per cent. Three private banks, one French, one 
Dutch and one Belgian, are participating in the loan to a total of $700,000. 


























Germany 


The Federal Government has been drawing up its reply to the N.A.T.O. Council 
on defence expenditure. It has been reported that Germany’s attitude is that it 
should be free to limit its net annual defence outlay to DM. 9,000 millions, and to 
regard non-effective expenditure (such as aid to Berlin, pensions to former members 
of the armed forces and various other payments) as part of its contributicn to the 
N.A.T.O. programme. If these items are added, they raise total expenditure to 
about DM. 13,000 millions. This would be about 9g per cent. of the country’s gross 
product and might be held to fulfil the commitments made by Germany under the 
Paris Treaties to make financial sacrifices comparable to those of the other principal 
N.A.T.O. countries. 

Professor Erhard, the Minister of Economic Affairs, has started a series of 
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conferences with the trade unions and industrial organizations to appeal for economic 
self-discipline. He has complained that industry has been “ giving in” to wage 
demands all too easily in the knowledge that they could be passed on in higher 
prices. The result was that competition was being paralyzed. He indicated that 
the remedia! action he had in mind would include free imports of consumer goods 
outside normal trade channels, the reduction of tariffs and liberalization of imports, 
free access for foreign labour to Germany and legal action to limit the power of 
cartels. 


India 


The Company Law Bill passed by the Indian Lower House last month makes no 
definite provision for the future of the managing agencies. Mr. Deshmukh, the 
Kinance Minister, emphasized the country’s need for foreign investment under 
the second five-year plan and consequently resisted pressure to make an immediate 
onslaught on the agency system. The Government will, however, have power to 
abolish the agencies after 1960; until then it will merely fix the maximum 
remuneration of the agents, at Rs. 50,000 (about £3,850) a year. 

The Indian Labour Minister has declared that the Government has decided to 
introduce legislation to implement the report of the Bank Award Commission, 
appointed by the Government, recommending higher wages for bank employees. 
The decision is expected to end the four-year-old dispute between the All-India 
Bank Employees’ Association and Indian banks and foreign banks operating in 
the country. 

An order for railway locomotives valued at £7 millions has been placed with 
manufacturers in Germany, Japan, Hungary, Austria and Czechoslovakia. Tenders 
submitted by British and American concerns were judged excessive. 

It has been announced that arrangements are going forward to bring the new 
decimal coinage system into operation at the beginning of October, 1956. The 
Government has declared that it intends to introduce the new system as soon as 
possible; the main limiting factor is the ability of the mints to produce the 
necessary new coinage. 


Iran 
The U.S. Export-Import Bank has extended a credit of $14 millions to Iran to 
finance the purchase of diesel-electric locomotives and equipment. 
Contracts to the value of U.S. $160 millions under the seven-year Economic 
Development Programme have been placed with American, German and French 
firms. Tenders by United Kingdom firms were under-bid by these concerns. 


Irish Republic 


The merchandise balance of trade deteriorated markedly in the first half of the 
year. Imports rose by {13 millions above their level a year before to £104 millions, 
whilst exports were up by only £34 millions to £54 millions. 


Italy 
Italy became a participant in the European Payments Union arbitrage scheme 
in the last week of August, and since then dealings have been taking place in the 
Italian lira for both spot and forward delivery in London and all the main con- 
tinental currency markets. Previously Italian exchange rates were determined 
by the country’s exchange control authorities. Under the new regulations, rates 
of exchange between the lira and other currencies can fluctuate within a range of 
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% per cent. on either side of the official parity (which remains unchanged at 1,749 
lire to the pound). The London rate in the first four weeks of dealing has remained 
close to the sterling lower limit of lire 1,736. 


Japan 
The Minister of Trade has announced that it is intended to increase Japanese 
imports from the sterling area to a level of about £100 millions in the period covered 
by the import budget for the half-year to March, 1956. Japan’s trade and payments 
problem is discussed in detail in an article on page 235. 


Lebanon 


The World Bank has made a loan to the Lebanon of U.S. $27 millions to assist 
in the financing of the construction of a power and irrigation project on the Litani 
Kiver. The money is being made available in various currencies. 


Netherlands 


Dutch foreign lending since the beginning of 1955 has registered a considerable 
increase. The total for the first eight months of the vale amounted to some F'ls. 300 
millions ({28 millions). 

New Zealand 

The Minister of Finance, Mr. Watts, has declared that New Zealand is passing 
through a period of relative stability. The consumer price index has been steady 
for a year; during the past month or two it has turned downward. But Mr. Watts 
states that, while the Government’s budgetary policy is aimed at maintaining 
stability, over-employment and high-level consumer demand are factors that might 
upset the economy by putting further pressure on overseas funds. Adjustments 
will be made in the Government’s policy if there is any change for the worse. Mr. 
Watts has stressed the need for a reduction in bank overdrafts in the next few 
months; at June 30, 1955, overdrafts stood at {184.3 millions—nearly £35 millions 
above their total in mid-1954. 

The Local Government Loans Board has stated that the present demand for its 
resources exceeds the amount forthcoming from investors. A recent loan of 
{476,000 by the Wellington City Council at 4 per cent. (the maximum rate that 
municipalities may pay) was subscribed by the Board only to the extent of 56 per 
cent.; Government consent was, however, obtained for a proposal for the under- 
writing of the remainder of the issue by a firm of brokers. This represented a new 
departure in New Zealand s local loans financing. 
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Turkey 


An agreement for the settlement of commercial payments arrears due to Dutch 
exporters amounting to Fls. 43 millions provides for payment by instalments 
spread over a period of five years. A certain percentage of the proceeds of Dutch 
purchases of Turkish goods is to be set aside by the Netherlands Bank to pay Dutch 
creditors in chronological order. An agreement of a similar kind was negotiated 
by the United Kingdom at the beginning of 1955 in connection with the settlement 
of commercial arrears due to British exporters, but the Turkish authorities have 
so far taken no steps to implement their obligations under this agreement. The 
Turkish Minister of Economy and Trade stated recently that the country had 
repaid the equivalent of some U.S. $100 millions of its commercial debts to foreign 
countries. Presumably this refers mainly to the repayment of debts to Germany, 
which has secured treatment more favourable than other creditor countries. 


Venezuela 
Venezuelan, American and Canadian capital groups have formed a new finance 
company, Venezolana de Financiame. Its capital amounts to the equivalent of 
U.S. $1.5 millions. The company will provide credit for instalment financing of 
motor car transactions and for wholesalers. During 1954 six new banks with an 
aggregate subscribed capital of 73 million bolivares (some £7 millions) began 
operations. 
Yugoslavia 


Under a new economic agreement concluded with the Soviet Union, Yugoslavia 
will be granted credits to a value equivalent to £30 millions for the purchase from 
Russia of industrial equipment and other materials. An additional credit to a value 
of £19.2 millions sterling is to be extended by the Soviet Union early in 1956 to 
enable Yugoslavia to purchase Soviet raw materials. The Soviet Union is also 
making available to Yugoslavia a loan of {10.7 millions in foreign currency or gold 
repayable in ten years and bearing interest at 2 per cent. 





Appointments and Retirements 





Barclays Bank—London——Lombard St. District: Mr. A. W. Elliott, an assistant general manager, 
to be a local director; Chief Foreign Branch: Mr. M. R. Gravatt, deputy manager, to be a joint 
manager; Barking: Mr. G. J. W. Styles, from Head Office, to be manager; Chelsea, 348 King’s 
Rd.: Mr. A. R. Law, from Westminster, to be manager; Deptford: Mr. A. Snell, from Waddon, 
to be manager; Hampstead, England’s Lane: Mr. E. C. Tomlinson, from Hackney, to be manager; 
Harlesden: Mr. W. N. Fowkes, from Hampstead, to be manager; Kingsland: Mr. F. E. S. Cox, 
from Head Office, to be manager; Lewisham: Mr. S. E. Rumball, from West Kensington, to be 
manager; New Cross Gate: Mr. H. S. Parker, from Deptford, to be manager; West Kensington: 
Mr. L. M. Gray, from Chelsea, to be manager; West Wickham: Mr. L. P. Jenkins, from Battersea, 
to be manager. Pideford: Mr. E. E. Lewis, from South Molton, to be manager. Birmingham 
District: Mr. W. G. Bryan, from Reading, to be a local director. Cardiff District: Mr. K. M. 
Harris to be a local director. Chertsey: Mr. W. D. Doe, from Hayes, to be manager. Chorley 
Wood: Mr. L. H. Markham, from Northwood, to be manager. Faversham: Mr. H. C. Honey, 
from Folkestone, to be manager. Folkestone: Mr. E. F. Taylor, from Gillingham, to be manager. 
Gillingham: Mr. H. J. Driver, from Faversham, to be manager. Haywards Heath, Sussex Sq.: 
Mr. N. E. Friend, from Hove, to be manager. Machynlleth: Mr. P. S. Garbett, from Aberystwyth, 
to be manager. Reading and Windsor Districts: Mr. M. Buxton, from Lombard St., to be a 
local director. Redhill: Mr. G. C. Bacon, from Chertsey, to be manager. 

British Linen Bank—Ayr and Townhead: Mr. J. S. Fleming, from Berwick-on-Tweed, to be 
manager on retirement of Mr. J. Bell. Berwick-on-Tweed: Mr. R. Adamson, from Lesmahagow, 
to be manager. Jedburgh: Mr. J. D. Murray, from Port William, to be manager. Lesmahagow: 
Mr. W. S. Forbes, from Brechin, to be manager. Newtown St. Boswells: Mr. R. Little, from 
Jedburgh, to be manager on retirement of Mr. D. Burns. 

District Bank—Blackburn: Mr. W. H. Lomax, from Chorley, to be manager. 

Lloyds Bank—London—Head Office, Advance Dept.: Mr. R. Barber, from Brook St., to be a 
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controller; Maida Vale: Mr. S. F. Andrew, from Park Lane, to be manager on retirement of 
Mr. D. L. Waghorn; Sloaxe Sq.: Mr. A. L. V. Gundry, from Victoria St., to be manager. Bristol: 
Mr. J. St. Q. Mallandaine, from Leeds, to be manager. Evesham: Mr. E. Coles, from Ludlow, 
to be manager on retirement of Mr. B. N. Fletcher. Ledbury: Mr. C. J. Thomas, trom Brackley, 
to be manager on retirement of Mr. C. H. F. Wilce. Liphook: Mr. C. J. McGuire to be manager. 
Netherton: Mr. T. C. V. Hodson, from Birmingham, to be manager. Newcastle upon Tyne: 
Mr. J. C. Potts, from Halifax, to be district manager on retirement of Mr. J. G. Raine. 
Martins Bank—Birkenhead, Woodside: Mr. A. L. D. Carson, from Meols, to b2 manager. 
Cadishead: Mr. R. M. Teare, from Lymm, to be manager. 

Midland Bank—Birmingham—Aston Cross: Mr. R. J. Parker, from Stratford Rd., to be 
manager on retirement of Mr. H. Bevon; Balsall Heath: Mr. D. Reid, from Willenhall, to be 
manager; Stratford Rd.: Mr. E. E. Jackson, from Leamington Spa, to be manager. Blandford 
Forum: Mr. F. C. Cattermole to be manager. Bristol, Filton: Mr. J. S. Strong to be manager. 
Canterbury: Mr. E. R. H. Farrow, from Blandford Forum, to be manager on retirement of 
Mr. A. H. Matheson. Darwen: Mr. M. H. Simpson to be manager in succession to the late 
Mr. V. Dawes. Gerrards Cross: Mr. C. H. Perks, from Worcester, to be manager. Ilford, 
High Rd.: Mr. R. W. Turner, from Balsall Heath, Birmingham, to be manager on retirement 
of Mr. V. D. Sones. Llandudno, Craigydon: Mr. I. W. Parry to be manager. /tomsey: Mr. V. R. 
Fryer to be manager on retirement of Mr. J. Debenham. Soathampton——St. Mary St.: Mr. R.N. 
Lloyd, from Hove, to be manager on retirement of Mr. R. J. Bassett; Woolston: Mr. W. Bateson 
to be manager on retirement of Mr. A. Stott. 

National Provincial Bank— London-—City Office: Mr. A. G. Stanford to be assistant manager; 
Hampstead Garden Suburb: Mr. O. E. Evans, from Golders Green, to be manager; Holborn Circus: 
Mr. J. W. Hewlett, from Tottenham Court Rd., to be manager on retirement of Mr. F. W. 
Mills; Kensington, Union Bank: Mr. R. C. Andrews, from Muswell Hill, to be manager on retire- 
ment of Mr. A. T. Woodruff; Muswell Hill: Mr. H. V. Smith, from Hampstead Garden Suburb, 
to be manager; TJottenham Court Rd.: Mr. G. F. Horton, from Head Office, to be manager. 
Boscombe: Mr. J. G. Jones, from Havant, to be manager. Bude: Mr. L. A. Rule, from Exmouth, 
to be manager. Colchestey: Mr. K. Gusterton, from Rickmansworth, to be manager. Criccieth: 
Mr. J. E. Window, from Beaumaris, to be manager. /favant: Mr. G. A. J. S. Parker, from 
Bude, to be manager. Hexham: Mr. P. Mason, from Driffield, to be manager on retirement of 
Mr. T. A. Jones. Maidstone: Mr. J. Pearson, from Norwich, to be manager on retirement of 
Mr. E. P. Capey. Mexborough: Mr. A. T. Beveridge, from Sutton-in-Ashfield, to be manager 
on retirement of Mr. F. W. Heseltine. Norwich: Mr. C. B. Adlard, from Colchester, to be 
manager. Iickmansworth: Mr. L. Bailey, from Windsor, to be manager. 

Royal Bank of Scotland—Edinburgh, St. Patrick Sq.: Mr. H. A. Stone, from Hunter 5q., to 
be manager on retirement of Mr. A. W. Ballantyne. Motherwell: Mr. A. W. C. Austin, from 
Wishaw, to be a joint manager on retirement of Sir W. M. Marshall. 

Westminster Bank-—London—Head Office: Mr. G. F. Billinge, from Regent St., to be a con- 
troller; Holland Park and Shepherd’s Bush: Mr. F. Galloway, from West Hampstead, to be 
manager; lregent St.: Mr. C. E. Baggaley, from Holland Park and Shepherd’s Bush, to be manager. 
Chapel-en-le-Frith: Mr. G. K. McK. Adams, from Belper, to be manager on retirement of Mr. 
I. B. James. Frome: Mr. G. F. Clark, from Williton, to be manager in succession to the late 
Mr. L. W. Crofts. Kirby Moorside: Mr. F. W. Cook, from Helmsley, to be manager on retire- 
ment of Mr. W. R. Brooke. Loughton: Mr. H. K. Thomas, from Romford, to be manager on 
retirement: of Mr. C. R. Noyce. Market Harborough: Mr. C. H. Beer, from Ripley, to be manager. 
Paignton: Mr. H. W. Mermagen, from Minehead, to be manager on retirement of Mr. R. W. 
Symes. Thornbury: Mr. M. G. Berryman, from Cheltenham, to be manager. Williton: 
Mr. J. H. Deacon, from Thornbury, to be manager. 
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Banking Trends over Thirty Years* 
“Risk ’’ Assets 





Liquid Assets 
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Combined 
Ratio 





Averages Advances 


of Months: 


192I 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 
1939 
1940 
I94I 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
I950 
I95I 
1952 
1953 
1954 
1951: 
Oct.t 


Nov.t 


1954: 
Aug. 

1955: 
June 


mn. 
1,759 
£787 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 
1,715 
1,748 
1,909 
1,534 
1,951 
2,088 
2,160 
2,225 
2,218 
2,181 
2,419 
2,363 
3,159 
3,554 
4,022 
4,551 
4,932 
5,403 
5,713 
5,772 
5,311 
5,931 
5,850 
6,024 
0,239 


5,981 
5973 


6,279 


6,173 


{mn. o 


680 
658 
581 
545 
539 
532 
553 
584 
568 
5906 
560 
O11 
668 
570 
623 
692 
713 
683 
672 
648 
785 
676 
712 
723 
788 
886 
1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 


1,962 
2,005 


38 
37 
35 
33 
32 
32 
32 
33 
32 
33 
32 
34 
34 
31 


30. 
31. 


3 


mn. 
325 
391 
350 
341 
286 
2065 
254 
254 
257 
258 
301 
348 
537 
560 
O15 
614 
643 
6052 
637 
608 
666 
894 
1,069 
1,147 
1,105 
1,150 
1,345 
1,474 
1,479 
1,505 
1,505 
1,624 
1,983 


2,099 
2,095 


£mn. 
833 
750 
761 
808 
856 
8@2 
928 
948 
Q99I 
9603 
919 
544 
759 
753 
769 
539 
865 
954 
970 
99I 
955 
858 
797 
747 
759 
768 
888 
1,107 
1,320 
1,440 
1,603 
1,822 
1,335 
1,731 
1,304 


1,897 
T,925 


a 


65. 
060. 


2 
2,135 
2,105 05. 


July 
Aug. = 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 

+ Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 


6,159 


6,400 2,052 32.0 2,032 





Floating Debt 
Sept. 18, Aug. 27, Sept. 3, Sept. 10, Sept. 17, 
1954 T955 1955 1955 1955 
Ways and Means Advances: fm. {m. ém. £m. 
Bank of England .. — boi pl lida 
Public Departments 


249.7 249.9 251.0 


Treasury Bills: 


Tender 3290.0 


T - - 7 3450.0 
Tap is - »é 1608 .6 


2030.2 


3420.0 
2023.3 


— oo 


5693.3 5737-2 


3350.0 
2008.7 1998. : 


5176.2 5608.4 


5043.: 
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National Savings 
(£ millions) 
















Change 
Savings in Total Total 
Certi- Defence Savings Total Accrued Defence Remain- JRemain- 
ficates Bonds Banks Small Interest Bond ing ing 
(net) (net) (net) (net) Maturity Invested* Invested 
1948-49 .. — 6.6 - 6.4 +39.8 +26.8 102.8 —52.1 +59.5 6101.9 
1949-50 .. —23.4 — 18.6 —- 29.7 - 71.7 100.8 —- 0.9 +24.2 6126.7 
1950-51 .. — 5-5 — 20.7 - 64.7 -— 90.9 95-3 — + 4.1 6130.8 
1951-52 .. +19.8 —14.7 —- 90.3 — 85.2 94.1 —42.6 — 36.5 6094.3 
1952-53 -- +20.8 -I1.3 —-131.6 -I22.1 88.3 —45-5 — 73-4 6020.9 
1953-54 «- +19.0 + 0.3 —- 79.3 - 60.0 88.6 —38.4 -—12.2 6008 .7 
1954-55 -- +45.8 + 50.0 — 35.5 +89.5 39.4 16.0 +120.8 6126.2 
1954-55 
April-July + 4.9 + 6.1 — 31.2 - 20.3 28.9 —14.5 5.0 6001 .O 
August .. - 0.4 + 2.0 — 5.0 — 3.4 6.5 i~§ I.0 6002.0 
1955-50 
April- July + 12.0 t+ 6.6 — 28.2 — 9.6 27.9 — 5.5 + 14.0 6139.0 
August .. - 0.9 - 9 —10.0 — 9.8 6.3 — I.I — 5.0 6134.0 





* After taking account of net sales through the Post Office Savings Banks of Government 
securities other than defence bonds. 













Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 





















































Surplus (+) or Deficit (-—) Financed by: 
Reserves 
Net Special at End 
Years and With With Surplus Aineri- Payments Change _ of Period 
Quarters E.P.U.* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946 im - —- —- — 908 —— +1123 + 220 2696 
1947 ‘. > — — — 4131 — +3513 —- 618 2079 
1948 cn st -— -— —1710 682 + 805 — 223 1856 
1949 oe ig —. — — 1532 1196 + 168 — 168 1688 
1950 +s -. + 14 +791 + 805 762 + 45 +1612 3300 
1951 ‘a -« E82 — 876 — 988 199 —- 176 — 965 2335 
1952 is .. —276 — 460 — 736 428 — 181 — 489 1846 
1953 _ ss “ERS + 433 + 546 307 — 181 + 672 2518 
1954 ie -. + 85 +407 + 492 152 — 400 + 244 2762 
1954: 
+ 5 +102 + 107 60 — + 167 2685 
II - -. + O61 +253 + 314 18 ~~ + 332 3017 
ITI a 1. e.g + 57 + 60 35 — 21! — 116 2901 
IV -. + 16 - 13 + 3 39 — 181 — 139 2762 
1955: 

I Ke a ee —143 — 144 49 ~ — 95 2667 
April.. - .. + 13 —- Il -+ 2 17 —- + 19 2686 
May .. we -» + 3I —- 49 —- 18 18 ~-- -— 2686 
June .. si -- + I2 —- 28 - 16 10 — - 6 2680 

II e .. + 56 — 88 — 32 45 -—- + 13 2680 
July .. bin i =— ae — 130 — 140 4 —- — 136 2544 
August Se o.oo — 55 QI 4 —- - 87 2457 
* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 


+ Comprising a ‘‘ repurchase ”’ of sterling from the International Monetary Fund in August; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 
1953 and 1954. The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
gold loan of 1948. The quarterly instalments of $8 millions made on the Canadian wartime 
loan are not deducted from the net surplus or deficit. 
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Britain's 





leading 
financial 


weekly 





newspaper 






INVESTORS’ 
CHRONICLE 


From your newsagent or from 72 Coleman St., London, E.C.2 
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AIR CONDITIONING 


For Banks 
Factories 
Hotels 
Restaurants 
Offices 
Hospitals 
Department Stores 
Board Rooms 
Clubs, etc. 


THE BEST EQUIPMENT FOR ALL APPLICATIONS IS SUPPLIED BY 
TEMPERATURE LTD. 


TEMPERATURE LTD. 
pes RENown 5813pbx BURLINGTON ROAD, 
CABLES : TEMTUR, LONDON FULHAM, LONDON, SW6, 




















— Would other Bank 
Executives help this 
widespread and ever 
necessary work in 
this or in other 
ways ? 





All communications should be addressed to 


Rev. E. Wilson Carlile, Chief Secretary, “H R iz | ARMY 
The Church Army, 55, Bryanston Street, London, W.!. CHUR GOOD FiGHT 
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7 
THE ROYAL BANK OF SCOTLAND 


EDINBURGH, LONDON and BRANCHES 
GLYN, MILLS & CO. WILLIAMS DEACON’S BANK LTD. 


LONDON MANCHESTER, LONDON and BRANCHES 


TOTAL ASSETS :—#£414,353,819 


% a 
KANSALLIS-OSAKE: PANKKI 


Established 1889 


HEAD OFFICE: HELSINKI, FINLAND 
255 BRANCHES 


Telegrams: Kansallispankki 


.f 1112 Kansallis 
Telex :4 1292 Kansarbit Telephone: 10031 
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EAST AFRICAN HIGH COMMISSION 


EAST AFRICAN INCOME TAX DEPARTMENT 


Vacancies exist for Assessors of Income Tax in the 
East African Income. Tax Department. The duties 
mainly consist of the computation and assessment of 
those Income Tax cases in which the taxpayers’ 
returns are supported by Profit and Loss Accounts 
and Balance Sheets. Initiative and intelligent antici- 
pation are called for, and the work provides a variety 
of interest. 


The commencing salary is £816 a year, rising by 
annual increments to £1,620 a year. in addition, a 
Cost-of-Living Allowance is payable at present at the 
rate of 10 per cent. of the salary received in this scale. 
An outfit allowance of £30 is also payable. 


Free passages on appointment, and to and from the 
United Kingdom on vacation leave are provided for 
the officer, his wife and children up to a maximum 
cost of three adult passages by sea or four by air. 


Official quarters are normally supplied at a charge 
dependent on the accommodation offered, but not 
exceeding £102 a year. A house allowance is payable 
if official quarters are not available. Leave terms are 
generous. 


Applications are invited from University Graduates 
possessing at least a second class honours degree. 
Successful candidates would be placed on the pen- 
sionable service of the East Africa High Commission 
subject to a probationary period of two years. They 
will be given a two years’ specialised training course 
in accountancy and Income Tax law and practice in 
Nairobi, and thereafter be liable to serve in Kenya, 
Uganda or Tanganyika. 


Further particulars and an application form may be 
obtained from the Director of Recruitment (Oversea 
Service Division), Colonial Office, Sanctuary Buildings, 
Great Smith Street, London, S.W.1, quoting reference 
BCD 92/88/03. 

















ANK MECHANIZATION expert, 
Powers, Hollerith, Burroughs, 
N.C.R., over 25 years’ experience 
BRITISH and FOREIGN BANKING, 
offers advice and services in connection 
with full scale conversion of parent 
and branch accounting systems to 
mechanized basis. Would consider 
wholetime pensionable employment 
on mutually advantageous terms, 
Box 10/55, THE BANKER, 
g-11 Poultry, E.C.2 




















THE CHARTERED 
INSTITUTE 
OF SECRETARIES. 


Directors requiring the services 
of CHARTERED SECRETARIES 
for secretarial and other execu- 
tive appointments are invited to 
communicate with the Secretary 
of the Institute — 14 NEW 
BRIDGE ST., LONDON, E.C.4 














